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Progress; 
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TRUS INVESTMENTS. 


A fine new headquarters in Wig- 
more Street (Cavendish Square), 
London, W.1, is now building and 
a new Administrative Centre was 
opened in Bexhill-on-Sea a few 


weeks ago. 
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The new *H. and T.’ Administrative Centre, Bexhill-on-Sea 


HASTINGS and THANET BUILDING SOCIETY : 


MEMBER OF THE BUILDING SOCIETIES ASSOCIATION 


ASSETS £33,000,000 
RESERVE STRENGTH £1,400,000 


99 BAKER STREET, LONDON, W.1!1 | 
Telephone: WELbeck 0028 q 
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olivetti 


printing calculators combining 
new high speed with 

new increased range and 

new operational simplicity 





Olivetti designers have a reputation for bringing a fresh 
approach to problems of office mechanisation, and for 
providing solutions which prove that old limitations 
need no longer apply. Here are two such machines in 
the field of printing calculators — Olivetti Divisumma 24 
and Olivetti Tetractys. Operating over an enlarged range 
of calculations, these two machines bring a new speed 
of operation and a simplicity of control that has never 
been available before. Why not ask to see them put 
through their paces? 








Divisumma 24 


A super-automatic printing calcu- 
lator fitted with one register and a 
memory device. Operating at high 
speed, it carries out the four 
arithmetical operations and gives 
automatic credit balances. The 
range of its applications makes the 
Divisumma 24 a universal calculator. 


British Olivetti Ltd 
30 Berkeley Square - London W1 


Tetractys 


For solving the most complicated 
calculating problems there is no 
better machine than the Tetractys. 
It performs the four arithmetical 
operations, and prints both inter- 
mediate stages and answers on a 
tally roll. The Tetractys is fitted with 
two registers and a memory device. 


SALES OFFICES 

London: 32 Worship Street, EC2 

Birmingham: 14 Waterloo Street, Birmingham 2 
Glasgow: | 15/207 Summerlee Street, E3 
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MR REGINALD MAUDLING 
The new President of the Board of Trad 
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‘ ) streamline the coffee-break 
No 


NESCAFE gives you 


| BETTER COFFEE 
in LESS TIME 
at LOWER COST 








very cup of Nescafé is a cup of real coffee—perfectly made! 
But that is not the only reason why it is ideal for the coffee- 
break. 

No skill is needed to make good coffee with Nescate. 

No waiting for coffee to brew——Nescafé makes coffee instantly. 
Nescafé can be made right in the cup, in a jug, any urn or most 
machines. 

When you change to Nescafé the coffee-break runs smoothly, 
more quickly, everyone is pleased, everyone works the better 





after stimulating, refreshing Nescafe. 
Firms large and small are finding Nescafé 
EASILY THE BES'T COFFEE 


—and certainly the most economical 





Nescafé comes ina tin surtable for everyone 


SMALL, MEDIUM, HANDY and LARGE 


SN 127 


Vescafe 6 a veaistered trade mark to desiquate Nestle’s instant coffee. 


Many organisations will be interested in the special catering pack ; 
please write for details to Sales Division (Catering Dept.), The 
Nestlé Company Ltd., St. George’s Hse., Wood St., London, E.C.2 
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A Financial Notebook 





Sterling Unruffled 


THE spectacular behaviour of stock 
markets in this past month is dis- 
cussed in our opening § article. 
Though far less dramatic, sterling’s 
performance in the face of what 
might have seemed to be its greatest 
hazard—a general election in the 
autumn of an odd year—has in 
many ways been even more impres- 
sive. In the days immediately before 
the election, when the predictions of 
the pollsters were at their most 
equivocal, there was some _ pre- 
cautionary running down of foreign 
balances, which caused the exchange 
rate on New York to dip temporarily 
to $2.804, but on the whole foreign 
exchange markets showed them- 
selves completely unruffled. Security 
sterling slipped to $2.77? on October 
6, but it rallied before the votes 
were Cast. 

The firmness of sterling in Sep- 
tember was reflected in the rise of 
$36 millions—to $3,284 millions— 
in the gold reserves during the 
month. ‘This was the more impres- 
sive since it is known that some 
sterling countries drew on_ the 
reserves for the gold portion of their 
increased subscriptions to the Inter- 
national Monetary Fund. The 
September gain brought the total 
increase in the reserves in the third 
quarter of the year to $112 millions, 
compared with $44 millions in the 
same quarter of last year. 

The confidence in a Tory victory 
thus displayed in the weeks before 
the election no doubt accounts for 


641 


the modesty of the subsequent move- 
ments in the exchanges. ‘The ster- 
ling-dollar rate, which momentarily 
touched $2.81, _ settled around 
$2.80, and the security sterling rate 
around $2.794. ‘There is little doubt, 
however, that a considerable volume 
of foreign money has flowed into 
London since the election. 

This inflow, which has allayed 
fears that the rise in money rates in 
New York would tempt funds from 
London, has no doubt been one of 
the factors behind the fall in the 
Treasury bill rate. On the day after 
the election the rate dropped by 
close on +; per cent to 34% per cent 
and eased a little further on the 
following Friday. The fall has 
almost certainly also been encouraged 
by the striking success of the Ameri- 
can T'reasury’s new 5 per cent bonds 
(which is discussed in our American 
Review on page 688). This has led 
to a belief, on both sides of the 
Atlantic, that the rise in US money 
rates may now have passed its crest. 


Trade Gap Widens 


A large part of the recent improve- 
ment in the gold reserves undoub- 
tedly reflects the buoyancy of Bri- 
tain’s dollar exports. In September 
sales to North America totalled £46 
millions, making an average of £47 
millions for the third quarter—an 
increase of nearly 28 per cent on 
the same quarter of last year; the 
increase in sales to the United States 
was no less than 38 per cent. Un- 
happily demand elsewhere has been 








far less buoyant: exports to sterling 
countries, indeed, have still not 
regained their level of a year ago. In 
total exports in the third quarter of 
the year, at £263 millions, averaged 
only £5 millions more than in the 
same months of 1958. 

Imports, on the other hand, have 
continued to increase rapidly. In 
the first nine months of this year 
they totalled 5 per cent more in 
value and 7 per cent more in volume 
than in the same period of last year. 
Rather surprisingly, the biggest in- 
crease has occurred in imports of 
manufactured goods, which have 
been running 13 per cent higher and 
have in fact accounted for three- 
fifths of the total increase in the 
import bill this year. Imports of 
basic materials have shown little 
change in value but have increased 
by 5 per cent in volume. 

Britain’s total import bill in the 
third quarter averaged £328 millions, 
which left a trade gap over exports 
(£263 millions) and re-exports ({9.9 
millions) of some £55 millions. ‘This 
was {20 millions larger than the gap 
in the second quarter and was the 
biggest gap for two years. 


Writing Down the Surplus 


The balance of payments surplus 
in the second quarter of the year was 
estimated—“ provisionally ’’—by the 
Treasury Jast month at £107 mil- 
lions. Visible trade, which in the 
monthly trade returns (where im- 
ports are valued c.i.f.) had shown a 
deficit of £106 millions, yielded a 
payments surplus of {£35 millions 
and invisible items a surplus of £72 
millions. Since, however, the current 
surplus appears to be some £38 
millions greater than the recorded 
improvement on capital account, 
it seems possible that this initial 
estimate may prove to have been a 
little too high. 

The most striking feature of the 


latest balance of payments figures, 
however, is the extent to which 
estimates of the surplus in previous 
quarters have been revised. The 
current balance in the first quarter of 
this year, which in June was esti- 
mated at £78 millions, is now put at 
£35 millions; the surplus in the 
second half of last year, originally 
£128 millions, has been written down 
to £112 millions, and the celebrated 
surplus in the first half of the year, 
which last October was put at £334 
millions, has now been written down 
to £237 millions. Fortunately, the 
fall in the figure for the current 
balance has been largely offset by an 
increase in the figure for the balanc- 
ing item—from +43 millions to 
£130 millions for the first half of 
1958—and thus means that unidenti- 
fied receipts have risen to almost 
the same extent as identified receipts 
have fallen. The improvement in 
the relationship between Britain’s 
assets and liabilities recorded in 
previous quarters is thus not mater- 
ially affected. None the less, these 
massive revisions underline the 
extent of our ignorance about the 
magnitude of the various factors 
that have contributed to that 
improvement. 

The main reason for the writing 
down, it appears, is that the new 
information made available by the 
recent inquiry into shipping earn- 
ings indicated that the industry’s 
net overseas earnings in 1958 were 
considerably lower than had _ been 
estimated on the basis of the in- 
quiry held in 1952. (The inquiry 
scheduled for 1957 was postponed 
one year to avoid the distortions 
caused by Suez.) In future the 
quinquennial inquiry will be supple- 
mented by a sample inquiry each 
year. In addition, as the Chancellor 
promised last April, it is intended to 
institute direct inquiries into insur- 
ance earnings and receipts and pay- 
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ments of interest, profits and 
dividends. It is to be hoped that 
these inquiries will permit the com- 
pilation of more reliable statistics 
of our current payments balance in 
future. 


Bundesbank Turns the Screw 


Last month the Bundesbank, dis- 
turbed by the growing evidence of a 
developing boom, applied the mone- 
tary brakes with rather more severity 
than had been generally expected. 
On October 22 it raised its discount 
rate, which was raised by } per cent 
early in September, by a full 1 per 
cent—to 4 per cent—and increased 
by 10 per cent the minimum re- 
serves that commercial banks are 
required to deposit with it. 

The causes of the Bundesbank’s 
disquiet are evident enough: in 
recent months new orders have been 
running some 10-15 per cent higher 
than industrial output and, for the 
first time since the war, unfilled 
vacancies have exceeded the number 
of unemployed. 

The timing of the Bundesbank’s 
move, however, may have been in- 
fluenced by some technical considera- 
tions. ‘This month the Federal 
Government has to ra‘se a loan of 
DM 250 millions to cover part of its 
budget deficit. The Bundesbank 
may therefore have wished to end the 
uncertainty in the market about its 
own intentions and, indeed, spokes- 
men for the Bank indicated that it 
was hoped that no further rise 
would be necessary in coming months. 


Spotlight on Take-overs 


‘ 


The committee to “ review the 
working of the Companies Act in the 
light of present conditions’ that 
was promised in the Conservative 
election manifesto is not likely to be 
starved of evidence. No less than 
three inquiries into the workings of 
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take-over bids have been announced 
in recent weeks. The first, and most 
authoritative, has been undertaken by 
the Issuing Houses Association and 
other leading City bodies, including 
the Committee of London Clearing 
Bankers and the Stock Exchange 
Council. The inquiry was made, 
it was revealed last month, at the 
invitation of the Governor of the 
Bank of England following the 
British Aluminium battle and was 
intended to formulate a code of con- 
duct. The report of the working 
party that carried out the inquiry was 
submitted to the Bank in the middle 
of last month. 

Last month, also, the Institute of 
Directors stated that it had set up a 
committee under the distinguished 
chairmanship of Sir Edwin Herbert 
‘to review company law and busi- 
ness practices with particular refer- 
ence to take-over bids’’, and the 
Association of British Chambers of 
Commerce announced that it too had 
set on foot an inquiry into take-over 


bids. 
Credit Paradox 


A paradoxical feature of this 
year’s credit experience is that during 
the phase when advances were rising 
at an unprecedented rate, the trend 
of deposits was only slowly upwards, 
whereas now that the expansion of 
advances has perceptibly slackened, 
the rising trend of deposits has 
become much more marked. The 
steeper movement of deposits first 
showed itself in June; there was a 
pause in August, but in the four 
weeks to mid-September (the latest 
period for which figures are available 
as this issue of The Banker goes to 
press) it was strongly resumed. Net 
deposits of the clearing banks rose 
by £86 millions, compared with 


their decline of £73 millions in the 


preceding period and an increase of 
£63 millions in September 1958; 








and the seasonally corrected index 
compiled by Lloyds Bank rose by a 
full point, to the new peak of 117.2 
(1948=100). During the four 
months since the May make-up, a 
period in which the total advances of 
the clearing banks rose by {£176 
millions, the deposits index has 
risen by 3.5, whereas in the preced- 
ing eight months, when advances 
rose by no less than £534 millions, 
the deposit index rose by only 2.6. 
Total advances rose during the 
latest four weeks by £40 millions, but 
one quarter of this movement was 


Sept 16, Change on 
1959 Month Year 
{mn {mn {mn 
annua .. 7038.5 114.6 + 389.3 
oN D 6722.8* -8$5.8 + 346.8 
et” tlt 6617.6t 76.6 = 
Liquid y 3 
Assets 2339.5 (33.2) +59.7 117.8 
Cash .. 572.1 (8.1) + 4.9 34.3 
Call money 479.5 (6.8) + 40.1 67.3 
Treas bills... 1157.5 (16.4) + 7.0 25.7 
Other bills... 130.3 (1.9) 7.7 41.9 
* Risk ” 
Assets 4526.7 (64.3) +27 296.6 
Investments 1789.5 (25.4) -12 —~ 413.4 
Advances§.. 2737.2 (38.9) +39 710. 


State Bds 73.2 
2664.0 
othe tached 
All other { Seese 
* Excluding items in course of collection. 
+ Excluding all transit items as well. 
} Ratio of assets to gross deposits. 
§ Official total minus Lloyds Bank transit 
item. 
Excluding transit items. 


~- 
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attributable either to the borrowings 
of the State boards (up by £34 
millions) or to the distorting effect 
of the extraneous transit items; 
advances to the private sector were 
rising at an average rate of {73 
millions a week, compared with {9 
millions in the previous period, {18 
millions in June-July and £93 mil- 
lions in May-June. 

Even at these more moderate rates, 
however, the rise in advances has 
been sufficient to account for a 
large part of the more than seasonal 
rise in deposits; the big difference 
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between conditions in the latest 
four months and the preceding eight 
months is that the advances impetus 
to credit expansion has been exerting 
its full effect, whereas formerly it was 
being partly offset by strong con- 
tractionary influences—notably by a 
(partly seasonal) net contraction of 
liquid assets, which forced the banks 
to finance their advances by running 
down their investment portfolios by 
some £370 millions. During the past 
four months there has been a more 
than seasonal expansion of liquid 
assets (up by £260 millions, com- 
pared with a rise of £143 millions 
in the similar period last year), so 
that the further net contraction of 
bank investment portfolios has been 
confined to under £50 millions. 
The change appears to reflect 
official policy in face of a gilt-edged 
market that has not (at least until 
the election) been receptive to fund- 
ing, rather than any pressure from 
the Exchequer finances. ‘The large 
deterioration in the “ overall”? Ex- 
chequer deficit that was _fore- 
shadowed in the budget has not 
materialized yet. In the first six 
months of the fiscal year the above- 
line account was actually somewhat 
stronger than in the similar period 
of 1958; and the increase in the 
“overall” deficit by {£54 millions 
was financed, with a few millions to 
spare, by the further rise in net 
receipts from “‘ national ”’ savings. 


No Surprises from Washington 


This year’s meetings of the Fund 
and Bank in Washington followed 
their predicted courses. Mr Per 
Jacobsson’s call, strongly echoed by 
American and Canadian delegates, 
for a further advance towards con- 
vertibility in western Europe 1s 
discussed in an article on page 655. 
As expected, it provided the keynote 
of the meeting. 

Interest at the World Bank’s meet- 
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ing inevitably centred on the Ameri- 
can proposal for an International 
Development Association to make 
“soft”? loans to underdeveloped 
countries that cannot meet the 
security requirements that the Bank 
demands. ‘The executive directors 
of the Bank were instructed to draw 
up articles of association for sub- 
mission to member countries. 

In America, the IDA clearly is 
seen as part of a general reshaping 
of foreign aid policies: in the middle 
of last month it was announced that 
advances by the US Development 
Loan Fund would in future be tied 
to the financing of exports of 
American goods and services. 


Gold Certificates Extension 


The scheme introduced last May 
by Samuel Montagu in London and 
the Bank of Nova Scotia in Toronto 
whereby certificates could be pur- 
chased entitling the holder to de- 
livery of a specified amount of gold 
in either centre has now been ex- 
tended to West Germany and South 
Africa through the participation of 
Deutsche Bank of Frankfurt and 
Union Acceptances of Johannesburg. 
Holders of these transferable certi- 
ficates can now arrange for delivery 
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in Toronto, London, Frankfurt or 
Johannesburg. 

Last month the South African 
bullion market was strengthened by 
the formation of Bullion Merchants 
of South Africa Ltd by the two 
London bullion houses, Samuel 
Montagu and Mocatta and Goldsmid 
and the South African bank, Union 
Acceptances. ‘The new house has 
been appointed an authorised dealer 
in gold by the Reserve Bank; it 
will also deal in gold certificates. 


Unit Trusts Association 


The formation was announced 
last month, after protracted negotia- 
tions, of an Association of Unit 
Trust Managers, comprising eighteen 
management companies but not, 
unfortunately, including the large 
Municipal and General Securities 
group which has been a pioneer 
of the movement in this country. 
The objects of the association are to 
act as a consulting body to agree 
standards of practice for the protec- 
tion of unit holders—and also of 
managers; to act “ for all purposes ” 
as the central body of the movement; 
and to act generally for the protection 
of investors. 

There is unquestionably need for 
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such a body as this; but it is open to 
debate whether it was right to bring 
it formally into being before the 
adoption of a set of rules establishing 
a code of minimum conduct for all 
members. Such a code has been 
under discussion for many months, 
but agreement upon it has not yet 
been reached. ‘This appears to be 
the principal reason why the M and 
G group has so far stood aside. ‘To 
shape the new body for the important 
role that needs to be filled will 
evidently not be an easy task. It is 
well, therefore, that it has found a 
strong and independent chairman 
who can be counted upon to put the 
interests of investors first, and to 
fight for the highest possible stan- 
dards. This office has been assumed 
by Sir Oscar Hobson, who joined 
the board of the Commonwealth 
Unit Trust a few months ago. Sir 
Oscar retired at end-September from 
the City Editorship of the News- 
Chronicle; he will continue to con- 
tribute his outspoken commentary, 
“As I See It’, to The Banker each 


month. 


New Plan for Coal 


The National Coal Board’s re- 
sponse to falling demand—coal con- 
sumption this year is expected to be 
25 million tons less than in 1956— 
has now been published under the 
title “‘ Revised Plan for Coal’”’. It is 
a sombre successor to “ Plan for 
Coal”’ (1956). The first of these 
estimated that by 1961-65 inland 
demand might have risen to 215 
million tons and export demand to 
35 million tons. Competition from 
oil, the effects of the Clean Air Act, 
the progress of fuel efficiency and the 
glut of coal on the continent have 
compelled the Board to lower its 
sights. It now expects home demand 
in 1965 to total about 196 million 
tons and export demand 10 million 
tons. Even this level will not be 


forthcoming unless the Board is able 
to meet the challenge of oil by hold- 
ing its prices steady and improving 
its efficiency. 

The new plan will involve the 
curtailment of much highly profitable 
opencast mining, the concentration of 
production on some 550 collieries—- 
200 less than now—and a reduction 
in the labour force by about 50,000. 

Capital expenditure over the next 
six years is estimated at [51] 
millions. The Board states that on 
the basis of 1955 prices capital ex- 
penditure in the ten years 1956-65 
will be £175 millions less than the 
estimate given in “ Investing in 
Coal’”’. It is hoped to achieve some 
saving in working capital by re- 
ducing stocks, but in order to make 
some provision for contingencies the 
Board has put its total capital re- 
quirements as £535 millions. Of 
this, it is hoped to obtain £375 
millions from internal resources, the 
remaining {£160 millions, a much 
lower proportion than in 1946-59, 
will be borrowed: since the Board’s 
borrowing may soon reach the limit 
of £650 millions imposed by the 
Coal Industry Act of 1956, Parlia- 
mentary approval to an increase of 
£100 millions in its borrowing powers 
is now being sought. 


Wages by Cheque 

As expected, the legislative pro- 
gramme for the new session, which 
was outlined in the Queen’s Speech 
as this issue of The Banker goes to 
press, will include a bill to permit 
the payment of wages through a bank 
to any employee who so requests, 
as well as bills to increase the 
Government’s powers in dealing with 
local unemployment and to streng- 
then the law relating to building 
societies. 

The Government also announced 
that it would set up an inquiry into 
the workings of the Companies Act. 
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After the Election 


HE return of the Conservative Government for a third term of 

office, and moreover with a further increase in its majority, has 

transformed the political scene. Its real significance is not simply 

that the continuance of the broad policies pursued in recent years 
is assured for another four or five years at least; rather it lies in the process 
of rethinking that defeat has forced upon the Labour Party. In many 
ways that deteat is as agonising as it is unique. For the chief opposition party 
to lose three consecutive elections is rare enough in British politics; for it to 
lose them by an increasing margin is unprecedented. Clearly, the brand 
of liberal socialism put forward by Mr Gaitskell has not been able to tempt 
back Labour’s lost voters—nor even to prevent a further exodus. Where 
then, does Labour now go: towards more socialism or towards more 
liberalism ? 

This question would present little difficulty were it not for the strong 
leftward bias in many constituency Labour parties, a bias that tends to be 
intensified by defeat. The verdict of the polls is clear enough: the majority of 
the electorate is firmly opposed to socialism—or, more accurately, to those 
peculiarly socialistic features of the Labour Party’s present programme such 
as nationalization. The logic of that verdict is that Labour should accelerate 
the liberalizing of its policies—a process that, as we noted in our opening 
article last month, has already gone a good deal farther than is generally 
recognized—and should rid itself of the vestiges of its class-conscious past. 
Some Labour politicians, most notably Mr Douglas Jay, have already called 
for the dropping of nationalization from the party’s programme, and all but 
the most doctrinaire members of the party must recognize that this is long 
overdue. Against this, of course, the left-wing will argue that any surrenders 
will sap the vitality of the party and that the me-tooism of some recent policy 
statements has been one of the main reasons for Labour’s diminishing vote. 
Such arguments, however, are scarcely borne out by the election results, 
which unlike those of 1955 were as unflattering to the left-wing of the party 
as to the right-wing. If at the end of the long debates that lie ahead the party 
should opt for more socialism it would almost certainly condemn itself to a 
further period of opposition. ‘Thus it may be claimed that the 1959 election 
has removed the bogy of nationalization not merely for the next five years 
but for a good deal longer—if, indeed, it has not exorcised it entirely. 

Appropriately, the Stock Exchange was the first to appreciate these wider 
implications of the result. Its exhilaration sent the Financial Times equity 
index rocketing by 16 points when the extent of the Conservative victory 
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became apparent. In the preceding fortnight the confidence of investors 
in a Tory win—which was undisturbed by the equivocal reports from the 
pollsters as the campaign drew to its close—had carried the index from 
253 to 269. By October 13, when markets paused for a much-needed 
breather, the index had reached 291, a rise of nearly 14 per cent since the 
beginning of the month. Steel shares and the shares of some of the 
industrial giants thought to be on Labour’s nationalization list registered 
even bigger rises. The post-election pause lasted only a few days and 
equities were soon advancing again, though at a more sedate pace; by the 
last week of October the FT index had reached 298, a level at which at 
the average yield on its thirty stocks was close on # per cent below the 
yield on 24 per cent Consols. Less expectedly, perhaps, gilt-edged securities 
also responded vigorously: by the fourth week of the month the FT 
government stocks index, which had marked a new low for the year of 
84.04 on October 5, had risen to 87.66—its highest since March, 1957. 
The exuberance of the stock markets would seem to be more than could 
be explained by the natural feeling of relief that the threat of a Labour 
Government had been fended off for a further five years. It clearly reflected 
a belief in the minds of mariy investors that the threat of a Labour Govern- 
ment of the nationalization, controls and class discriminatory type had been 
killed stone dead. If the Labour Party came to power again it would not 
be on an anti-capitalist ticket. ; 

But if the election has removed the danger of a socialistic government has it 
increased the opposite--and to many liberal minds no less unpalatable— 
danger of a Tory Government dominated by the right-wing of the party? No 
confident answer to this question is possible until the “ colour ”’ of the many 
new members on the Conservative benches can be discerned more clearly. 
Reassuringly, however, Mr Macmillan’s reconstruction of his cabinet has 
betrayed no wish to shift towards the right: indeed, the promotion of such 
liberals as Mr Macleod and Mr Maudling (to the Colonial Office and Board of 
Trade respectively) and the increased power within the party given to 
Mr Butler may even have shifted the centre of gravity a little to the left. 
Some of the implications of the election for business are discussed by Mr J. E. 
Hartshorn in an article on page 651. On the broader plane of economic 
strategy it seems unlikely that there will be any significant changes either 
in objectives or in policies, though, as a subsequent article notes, the progress 
towards full convertibility may be quickened appreciably. 

Certainly, in itself the Tory victory has done little to alter the general 
outlook for the economy. ‘The Government very wisely refrained from 
committing itself to vast spending schemes during the election campaign and 
its re-election has not therefore faced the economy with a substantial increase 
in public expenditure. True, some promises were given, but the Government 
emerged from the election unencumbered by any of the grandiose commit- 
ments that would have faced a Labour Government, and unencumbered also 
by any “ pledges’ about taxation such as those that Mr Gaitskell—most 
unwisely—chose to give. The inescapable conclusion—a conclusion that 
grew stronger as the campaign progressed—is that the danger of inflation 
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is considerably less than it would have been if Labour had been victorious. 

But that does not mean that the danger can be ignored. In the seven 
months since the budget the economy has undoubtedly expanded more 
rapidly than had been anticipated. By August, according to the latest 
seasonally-adjusted index, industrial production was 7—8 per cent higher 
than a year earlier, which in fact marked the floor of the recession. This pace 
of advance could scarcely be sustained for long since it would soon overstrain 
capacity in some industries. There have, indeed, been a few signs recently— 
most conspicuously the shortage of sheet steel and the lengthening waiting 
lists for cars—that this is beginning to happen. Half of the 717 companies 
responding to the Federation of British Industries inquiry early in October 
reported that they were working to capacity, whereas eight months earlier 
the proportion was only 20 per cent. It is, of course, impossible to measure 
how much slack remains in industry, but it is clear that a substantial part of 
the excess capacity that justified Mr Amory’s expansionist budget has by 
now been employed. ‘This, of course, is also true of labour capacity: at the 
mid-October count unemployment in Britain totalled 419,000, or less than 
2 per cent of the working population. Admittedly, there are some hidden 
reserves of labour—married women and persons past the retirement age— 
that could be tapped, but it seems evident that any increase in production in 
coming months will have to be achieved by higher productivity, as indeed it 
has been largely achieved over the past year. While capacity is not at the 
moment imposing any significant brake on the expansion of production it 
might be doing so by the spring of next year. 

Whether that happens will depend largely on the volume and structure of 
demand. So far consumer spending has provided most of the impetus to 
expansion. Retail sales since the budget have continued to run about 5 per 
cent higher than a year earlier: the slight slackening reported in August was 
not, apparently, continued in September. The buoyancy of consumer 
demand—and the buoyancy of the demand for hire-purchase credit and per- 
sonal bank advances that lies behind it—has surprised most observers, who 
expected that the effects of the ending of the credit squeeze, the removal of 
HP restrictions and the reductions in purchase tax made in the budget would 
be wearing off by the autumn. As yet, however, there is little sign that this 1s 
happening (the sharp reduction in the growth of HP debt in August—to 
£14 millions compared with £34 millions in July—appears to have been 
attributable largely to seasonal factors and to difficulties in obtaining new 
cars). ‘The rise in exports, which in the second quarter of the year was playing 
a welcome part in reflating the economy, flagged in the third quarter when 
total exports were less than 2 per cent higher than in the same months of 
1958, compared with an improvement (after allowing for the docks strike of 
1958) of some 44 per cent in the second quarter. On the other hand there is 
some evidence, as usual rather sketchy, that industry has begun to rebuild its 
stocks of raw materials and work in progress, which were run down in last 
year’s recession. Spending by the public sector, particularly investment 
outlay by the nationalized industries, has almost certainly been rising, 
though probably not as rapidly as was anticipated six months ago. 
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Private investment—or leastways investment by manufacturing industry 
has so far shown little response to the rise in industrial output in recent 
months. ‘True, the scanty evidence that is available is conflicting. The 
total area of new factory space approved in recent months has been running 
far higher than a year earlier and machine tool makers have lately reported 
an increase in orders, but surveys of businessmen’s intentions still give no 
indication of any upturn in planned investment. The results of the latest 
FBI inquiry suggest, in the Federation’s own words, that “‘ the point has not 
yet been reached at which there is widespread planning of new capacity’’. 
This inquiry, however, was taken before the election; if the Tory victory has 
any effect on the economy one would expect it to be at this point. 

It is highly desirable that investment in manufacturing industry should 
now be increased in order to provide the capacity to meet the demands of the 
early 1960s. Admittedly, if a sharp increase in investment were to be 
superimposed on the present rising trend in consumption, there would be a 
serious danger of an inflationary boom on the pattern of 1954-55. Most 
capital goods industries, however, are still working below capacity whereas 
many consumer goods industries must now be fully stretched. If some 
damping down of demand became necessary, it should surely not be con- 
centrated on investment—particularly as the economy’s ability to meet the 
demands of the early 1960s without inflationary strains must depend largely 
upon the rate of investment now. 

This dilemma between present strain and future strain might force the 
authorities to take some restraining measures if investment recovers rapidly 
in coming months and the rise in consumption does not slacken. For the 
moment, fortunately, the dilemma is not acute enough to call for action. The 
economy is still in overall balance, and, except in one or two industries, 
demand does not seem to be overstraining capacity. ‘The General Election, 
however, has increased the need for vigilance by the authorities. The Tory 
victory, though patently less inflationary than a Labour victory would have 
been, could precipitate an unhealthy boom. Economically, the major task 
before the new Government is to create the confidence necessary to induce 
manufacturing industry to step up its investment plans without thereby 
encouraging a froth of speculation. ‘That task will test its powers of 
economic diplomacy to the full. 








THE RADCLIFFE REPORT 


Limited supplies are still available of the September issue of The Banker, which 
included its Special 40-page Analysis of the Report, and of the October issue, 
which included discussions of three important questions: 

What Role for Interest Rates? By Professor E. V. Morgan 

What is this Liquidity? By Professor F. W. Paish 

A Post-mortem on ‘Freedom’? By Dr Thomas Balogh 


Copies are obtainable from The Banker, Bracken House, 10 Cannon Street, 
London, EC4. Price 3s; by post 3s 6d. 
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A Government Fit for 
Businessmen ? 


By J. E. HARTSHORN 






WEEK after the election result was announced—just about the 
time, that is to say, that the Stock Exchange paused first for 
breath—I asked the managing director of one of Britain’s bigger 
structural steel companies how he was feeling about it. “ Satis- 
factory as far as it goes’, he said grudgingly. ‘‘ Whichever way you vote, 
you're voting for a lot of socialism nowadays’. For someone in the steel 
industry, I observed, that sounded to me rather cool, if not downright 
ungratefuJ. ‘“‘ Perhaps it does’’, he answered. “‘ Still, being nationalized 
once was quite an experience to look back on—look back in anger, that is ”’. 
What interested him more was whether I thought his steel company’s shares 
had reached a peak. 

Playfulness about nationalization from the board of a steel company 
seems to me to epitomize the transformation that the election of 1959 has 
brought about in the political climate within which British business can 
behave. Whatever “ issues” British politics are going to be about from 
now on (and it would perhaps be a brave man who would care to guess) 
they are not going to be about socialism in terms of ‘“‘ public ownership of 
the means of production’. Not only for industries that had been directly 
threatened by re-nationalization, but for British industry as a whole, that 
political fact is of fundamental significance. 

Ever since the war British industry has had to conduct its affairs in the 
knowledge that a central doctrine of one major party in the state, in power 
or out, represented a challenge to its whole pattern of ownership. The 
argument that business could be run more fairly or more efficiently under 
public ownership, from what has been throughout the post-war period at 
the least an alternative Government, constituted a sharp and very threatening 
spearhead for the far broader and less channelled body of criticism and 
latent hostility to “‘ big business ”’ that perhaps no modern industrial society 
can avoid. In these years the existing management of industry, as repre- 
senting its existing owners, has had therefore to take much more notice of 
public attitudes towards it, hostile, potentially approving, or merely indif- 
ferent. All of British industry has never been on the defensive all of the 
time; but in general it has taken much greater pains to explain its behaviour, 
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the difficulties as well as the achievements, and to some extent it has taken 
possible effects on public opinion into account in its business decisions. 
Attention to public relations did not suddenly spring into being after the 
war, in the more enlightened companies, in order to allay hostility and turn 
aside the threat, positive or latent, of nationalization; but there is no doubt 
that the possibility instilled much more widely throughout British business 
this concern about industry’s whole “ public image ”’. 

A Conservative victory of last month’s kind represented a decisive 
repudiation by the electorate of the idea that industry could be run better 
under public ownership—and not merely for the five years of the new 
Government’s tenure. It did not take the Labour party’s more logical 
leaders long to conclude and to admit that continued advocacy of further 
nationalization would do their cause more harm than good. To all intents 
and purposes, that direct challenge has probably disappeared; nothing short 
of a depression of inter-war dimensions, perhaps, could revive it. 

The sting has thus been drawn from public attitudes towards British 
industry: on balance, it can now count on a climate of qualified approval. 
It would probably be too much to say that the cloudier, more generalized 
criticism has been dispelled, if ever it could be: American business, for 
example, operating in a society where the tenets of free enterprise are 
unchallenged, has been concerned with the public image it presents far 
longer than British business has, but still feels that public attitudes towards 
it are not all that it would like. And I doubt whether, at least for some 
time, last month’s seal of broad approval will much reduce the desire of 
British business to explain itself and win more approval for its structure 
and its policies. A continued “‘ holding operation”? may well be required 
to fortify its tenure of public approval; at any rate, the need for this will 
no doubt be strongly argued by the elaborate institutional apparatus that 
has been built up since the war to carry on this successful ‘ projection of 
industry ”’. 


Approval—of a Different Kind 


Moreover, the climate of approval upon which British business and 
industry can now count is a profoundly different one from that in which 
it basked before this direct socialist challenge to its pattern of control rose 
to the surface, ran awash, and has now submerged. One would have to 
look a long way back, beyond two wars, for any period in which business in 
Britain commanded at once comparable prosperity and social approval— 
back towards an entirely different British economy. But the difference 1s 
marked enough to-day from the relative seclusion within which industry 
could usually conduct its affairs—and count upon protection to assist its 
own restrictive arrangements, when it ran into difficulties—between the 
wars. The extent to which business performance to-day is under con- 
tinuous and detailed scrutiny from critics claiming a right to judge it in 
one way or another—the applied economist, the scientist, and to a growing 
extent the press—is quite new. Its behaviour is measured much more 
closely and compared more cold-bloodedly with that of its competitors at 
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home and abroad; its competence to know what is best for itself, in a 
variety of ways, is taken less for granted. 

What has changed most radically, perhaps, is industry’s relationship with 
government, regardless of political colour. Though the vast majority of 
the physical controls to administer which “ production departments ” had 
been set up during the war and immediately afterwards have disappeared, 
the “ production departments ”’ remain; their liaison with the industries 
which they have to interpret to ministers is still fairly close on a formal 
and even closer on an informal level. The war years, and the years of 
direct controls under Labour Governments, established equally firmly the 
machinery of liaison within industry itself (never were trade associations 
more powerful). One general and extremely important control remains, 
governing the distribution of industry; moreover, since Labour went out 
of office the machinery of inquiry into monopoly and control over restrictive 
trade practices has been refurbished and to some degree made more effective. 

If any businessman hoped that these remaining elements of intervention 
in business decisions might be swept away by a new Government that is, 
on the whole, most: friendly to business, neither the Conservative manifesto 
nor the appointments to the new Cabinet can exactly have encouraged him. 
The first major bill to which the Government is committed will be one for 
strengthening its powers to persuade industry where it should put down 
new factories. ‘The manifesto made no reference to restrictive practices: 
but the liberal flavour of ‘‘ Mr Butler’s young men ”’ in the Cabinet does 
not imply any dilution of the Conservative policy that set up the Restrictive 
Practices Court. The rearrangement of ministries as well as ministers, 
again, has not suggested any desire upon the part of the new Government 
to withdraw from its present degree of liaison with industry. Whereas 
the Ministry of Supply has been wound up and its functions of military 
procurement have been transferred to the Service ministries, governmental 
liaison with certain civil industries has been concentrated into a Ministry 
of Civil Aviation and a new Ministry of Transport that will include among 
its jobs “‘ responsibility ”’ for shipbuilding (also singled out for mention in 
the manifesto). 


Liberal Abroad, Tory at Home ? 


De-nationalization of the steel industry, now, can readily be completed; 
the Conservative manifesto promised to do everything possible to ensure 
‘improved commercial standards of operation and less centralization ”’ in 
the industries that stay nationalized, plus a greater degree of freedom for 
“nationally and privately owned airlines’? under Mr Sandys. Lord 
Hailsham’s appointment as Minister of Science does not, at the outset, 
seem likely to have much directly to do with industrial technique beyond 
continued support of the Department of Scientific and Industrial Research 
and of research into atomic energy; but it may well denote fresh thinking 
about the promotion of research and development within industry itself. 

In the broader field of economic management, this Government is com- 
mitted to liberal policies, and has indeed begun straight away with fresh 
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freedoms, such as the dismantling of control over travellers’ currency. 
Internally, however, the smoke from earlier bonfires of controls has already 
died away; in the somewhat selective and empirical approach towards par- 
ticular industries, localities, and fields of economic activity (somewhat 
reminiscent here and there of the last time that Mr Harold Macmillan was 
responsible for a tract entitled The Next Five Years) it may be that the 
new Government will be shaping more distinctively Tory economic policies, 
rather than as hitherto simply liberal and anti-collectivist ones. Selective 
intervention and support for particular industries would not, it may be 
said, be likely to generate much opposition (or even jealousy) within British 
business: few industrial managers are anything but empiricists, and over 
the last twenty years, if not longer, industry has lived too close to Govern- 
ment to find the influence of (a friendly) one particularly disconcerting. 

Transatlantic subsidies, after all, are as old as the Cunard line, which, 
indeed, came into existence by obtaining an Atlantic mail subsidy in 
1839. Equally, if the aircraft industry had waited to develop its products 
until air transport had become a sound commercial proposition, it would 
not be off the ground yet. For a substantial if arbitrarily-patterned selection 
of British industry the Government, socialist or capitalist, has long played 
quite a dominant réle as customer, supervisor, or subsidizer. Those rdles, 
since the war, have developed somewhat, even while the general wave of 
economic controls receded, simply because the public sector has become 
larger and its perimeter of contacts with private business has automatically 
extended. ‘Together with the development of fiscal policy on more 
Keynesian lines, this widening of direct economic contact has given the 
Government a considerable degree of leverage upon the pattern and 
development of industry. Indeed, as will be described in a succeeding 
article outlining and analysing the pattern of this contact between state and 
business, this leverage seems at times, partly by accident, to play a part in 
accelerating or easing structural change in the economy. 

To an entrepreneur imbued with the classical antipathy towards any kind 
of state intervention that, for example, many American industrialists profess, 
this peaceful interpenetration between the public and the private sectors of 
the British economy might smack of “ statism ”’. British industry accepts 
it with much greater urbanity, quite unlike its powerful hostility towards 
direct extension of the public sector by further nationalization. Having 
rescued steel, private enterprise in Britain appears to have no more very 
large territorial claims upon the sector of industries now nationalized; and 
it is prepared to live on fairly close working terms with the public sector. 
This fairly comfortable relationship within Britain’s mixed economy has 
much to commend it to the industrialist—not least some guarantee of 
support in the pursuit of national and technica] prestige, which usually 
tends further to enhance industry’s ‘“ public image”’. There are circum- 
stances, however, in which such co-operation between business and Govern- 
ment may steer both into somewhat uneconomic directions of development; 
and new ventures of this kind, if on occasion inevitable, deserve cool and 
continuing scrutiny from the impartial observer. 


654 








Sterling Policy Now 


By PAUL BAREAU 


HREE recent events will help to shape the future course of sterling 

exchange policy: the Radcliffe Report, the recent meeting of the 

International Monetary Fund, and the General Election. Of 

these, it can be claimed with a fair degree of confidence that the 
most important is the Election result. ‘True, in specific terms sterling was 
not an issue at the General Election. The moves towards convertibility 
made last December, though criticized by the Labour Party at the time, 
were in due course accepted by the main spokesmen for the party, Mr 
Gaitskell and Mr Wilson, who made it clear that if returned to power they 
would do their best to implement the policy represented by the decision to 
make sterling convertible for non-residents. It was, however, a grudging 
acceptance and did not accord with the basic economic philosophy of the 
party, or indeed with some of its specific proposals. 

Apart from philosophy, harsh reality would have made it impossible for 
a Labour Government to move towards greater freedom of external pay- 
ments. It is highly probable that it would have been compelled to retreat 
towards stricter controls. In the event of a Labour victory sterling would 
have been under pressure—because of movements on capital account. 
And a Labour Government would have been understandably reluctant to 
meet that pressure by imposing deflationary monetary measures on the 
domestic economy. ‘The crisis of sterling would have been met, as it has 
been met on some occasions in the past, by tightening both import and 
exchange controls. 

Fortunately, this retreat need not be made. Indeed, the road is now 
clear for further progress towards greater freedom of payments and trade, 
which, presumably, is part of that “‘ Conservative freedom ”’ on the promise 
of which the election was fought and won. Since the election sterling has 
benefited from a substantial inflow of funds from abroad. Some of these 
funds have come in to restore previously depleted working balances; some 
represent foreign investment in sterling securities, which has pulled the rate 
for security sterling very close to that quoted for sterling in the official 
market. The Government has lost no time in responding to the confidence 
in sterling thus demonstrated: in the middle of last month it took a significant 
step towards resident convertibility by abolishing currency restrictions on 
overseas travel. 

What further moves lie ahead? Is any guidance to be found in the 
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recommendations of the Radcliffe Committee ? Alas, there is little inspira- 
tion to be drawn from that quarter. In few parts of the Report are the 
marks of papered cracks so evident as in the chapters dealing with the 
international aspects of monetary policy. The Committee was satisfied that 
sterling’s role as an international currency was to Britain’s advantage and 
that it was in Britain’s interest to maintain existing arrangements within 
the sterling area. It had no truck with the “little Englanders ’’ who, 
during much of the time that the Committee was taking evidence, were 
asserting that the capital exported by Britain and the hostages offered to 
fortune by its foreign deposit banking business, were dangerous symptoms 
of a folie de grandeur; that this policy of prestige should be abandoned as 
soon as possible in favour of one that would allow this country better to 
cultivate its own garden. 

The Committee admitted that ‘‘ there have been occasions when the 
functioning of the sterling area has thrown an added strain on the reserves 
and when the capital requirements of the area have added to the total load 
on the reserves of the United Kingdom ’’. Despite this, “ we are satisfied 
that it is in the interest of this country to maintain existing arrangements. 
We do not think it possible to dissociate these arrangements from long- 
standing trading relationships that lie behind them or from political and 
other links by which most of the members of the area are joined in the 
Commonwealth. What is decisive, in our view, is the general harmony of 
interest between the United Kingdom economy and that of the rest of the 
sterling area, and the mutual convenience of free multilateral trading rela- 
tionships within the area ”’. 

These unexceptionable sentiments are further echoed in the Com- 
mittee’s comments on the moves towards convertibility. ‘ Inconverti- 
bility ’’, says the Report, “‘ makes sense only in the context of international 
imbalance ’’, and, furthermore, “‘ only if the imbalance is stubborn and 
protracted ”’. On the issue of principle, too, there is approval of the policy of 
making convertibility of sterling one of the main objectives of the United 
Kingdom authorities since the end of the war. “ In our view it was right 
that this should be so, since it.is an important United Kingdom interest 
that trade should be as free from discrimination as possible ”’. 


Reservations—Obvious and Not-so-obvious 


After these liberal sentiments come the reservations. Some are obvious. 
Convertibility, if it is to be reconciled with such domestic objectives of 
monetary policy as high employment, expansion and the like—requires an 
adequate gold and convertible currency reserve. ‘The Committee, how- 
ever, gives to the reinforcement of the gold reserve a priority that seems 
excessive. In what is meant to be a self-evident proposition, the Report 
says that if it were possible to choose freely between an addition of £500 
millions to the reserves over the next few years and an equivalent addition 
to long-term investments abroad, “‘ few people would be likely to hesitate 
long over the choice’. What is “ self-evident ” to the Committee is that 
the reserve should be strengthened. But that, with due respect, is not the 


656 





- | 


_— ea ~ io « 


dit 


in | 
ori; 





choice most people would make. Provided that a sound monetary and 
economic policy is maintained at home and that there is confidence in 
sterling—which are surely implied in the assumption that a £500 millions 
surplus would be available during this period—it would seem far preferable 
to use that surplus in overseas investment, with all the economic and political 
benefits that would accrue from its wise utilization, rather than see it buried 
in the vaults of the Bank of England. 

The move towards fuller convertibility of sterling requires adequate 
reserves—but these are, in fact, being reinforced and have been consider- 
ably supplemented by the recent increases in IMF quotas. ‘The Committee 
welcomes this move, but then proceeds to spoil its dissertation on increased 
international liquidity by seeming to give its blessing to a proposal that 
the IMF should now be remade in the image of Keynes’s original Clearing 
Union scheme, with unlimited overdrafts automatically extended to deficit 
countries.* The debate on that issue was thrashed out fifteen years ago at 
Atlantic City and Bretton Woods, and by the end of it Keynes himself had 
admitted the impracticability of his scheme and had accepted the principles of 
the United States Stabilization Fund that, with important amendments, were 
incorporated in the IMF articles of agreement. Since there is no con- 
ceivable possibility of getting these articles reconsidered (a process that 
would call for legislation in most of the 68 member countries) why draw 
this red herring across the convertibility trail ? 

Having approved convertibility as a matter of general principle and also 
the recent practical steps taken towards it, the Committee then seems 
to suffer nightmares about a return of “ imbalance ”’ in international pay- 
ments. It proposes that before proceeding to the full convertibility involved 
in accepting the obligations of Article VIII of the IMF the United Kingdom 
should obtain the agreement of fellow members that the Fund’s approval 
for the use of discriminatory measures shall not be withheld “ in conditions 
in which there is a persistent and substantial movement of gold and foreign 
exchange to a single country or group of countries”. In moviug towards 
convertibility no boats should, in the opinion of the Committee, be burnt. 
“The acceptance of convertibility as a goal is not incompatible with 
measures limiting convertibility when circumstances change”. Discrimi- 
natory restrictions on imports and limitations on convertibility should, 
therefore, always be kept in reserve. Defensive measures are always avail- 
able in the event of crisis; but to proclaim to the world, with every step 
taken by sterling towards convertibility, that this is conditional on this and 
that taking place and that at any moment there may have to be a retreat, 
is hardly the way to impress opinion abroad or at home with the claim that 
sterling is the strong and international currency that the Radcliffe Com- 
mittee would have it be. 

The Radcliffe faith in convertibility and freedom of payments shines 
dimly——as dimly, in fact, as its belief in the efhicacy of Bank rate as a weapon 


* The exact words of the Committee are: “‘ We see great merit as a long-term objective 
in [the] proposal for a transformation of the International Monetary Fund along the lines 
originally proposed by the United Kingdom .. .’’.—EpDIToR. 
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for protecting the reserves. On this the Committee concedes that Bank rate is 
the traditional weapon and is also prepared “ to accept the view that in the 
present state of world opinion Bank rate itself has considerable external 
significance ’’; but these concessions are made grudgingly, with a distinct 
air of contemptuous tolerance. 

In setting the course of sterling policy the Government will thus find 
little firm advice in the Radcliffe Report. Far more definite is the exhorta- 
tion to hasten the policy of liberalization that has come from the IMF 
meeting in Washington. ‘The annual report of the Fund had warned all 
representatives of member countries that the main theme of the Washington 
meeting this year would be a call to embrace Article VIII. ‘The December 
moves to non-resident convertibility were welcomed in the report as “ the 
most notable step since the end of World War II towards the establishment 
of a truly multilateral system of payments’”’. But, it added, they must be 
regarded merely as the promise of still more concessions to freedom of 
trade and payments: “* now that the proceeds of exports can, as a rule, be 
transferred freely into other currencies, the road has been opened to the 
elimination of discrimination in trade and payments practised on balance of 
payments grounds’. Furthermore, “ the improvements which led to non- 
resident convertibility have set the stage for a gradual increase in the 
freedom of capital to move across national boundaries ’’. 

These hints were made more specific in the speech that the Managing 
Director, Mr Per Jacobsson, delivered to the Governors and their retinues. 
He pointed out, with crushing logic, that the moves to non-resident con- 
vertibility had made the distinction between hard and soft currencies an 
anachronism; and that such discriminatory restrictions on imports as remain 
“are now more clearly seen to be protectionist devices’’ and should no 
longer masquerade, whether under the GATT or any other code, as essential 
to the defence of precarious balances of payments. ‘The time had come, 
said Mr Jacobsson, when ‘‘ a number of countries which have swept away 
most if not all of their payments restrictions will have seriously to con- 
sider the question of a formal transfer to Article VIII’’. ‘These exhorta- 
tions were elaborated in the private conversations that are the real essence 
of these meetings. The pressure on British delegates might have been 
greater had not a general election been impending and had the British 
representatives been ministers and not ofhcials. 

In the event the Conservative victory, which occurred conveniently at the 
close of the “travel year’’, was quickly followed by a substantial step 
towards resident convertibility—the removal of all currency restrictions on 
foreign travel. ‘True, the approval of the Bank of England is required for 
any drawings in excess of £250 a year, but it has been made plain that 
this is purely a safeguard against the unauthorized export of capital and 
that applications for currency for bona fide travel will in practice be readily 
approved. Logically, this new instalment of freedom should be comple- 
mented by the removal of the remaining discriminatory restrictions on 
dollar imports. Much, of course, has already been done to dismantle these 
restrictions: those that remain are frankly protectionist and could be removed 
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without danger to our balance of payments. The political wisdom of making 
such a gesture at a time when the dollar is under some pressure is obvious. 

After that, the next step might be to give convertibility to non-resident 
capital sterling. Security sterling is to-day the sole survivor of the exotic 
categories that once made up the “ 57 varieties”’ of sterling. The time 
must come when it will follow transferable sterling and be merged with 
current sterling dealt in the official market. ‘This would undoubtedly 
enhance the status of sterling. It would encourage the inflow of foreign 
capital by removing that deterring epithet “ blocked sterling” that still 
applies to the proceeds of capital transactions by non-residents. 

The one argument against such a concession is that in the event of a 
major flight from the pound security sterling would, under present arrange- 
ments, fall to a heavy discount that would provide its own deterrent to 
sales of sterling securities, while the Exchange Equalization Account would 
not necessarily have to lose gold in supporting the rate. This argument, 
be it noted, is far stronger than that used in the past in favour of a “* flexible ”’ 
rate for transferable sterling, since the links—real and psychological— 
between the markets in official and security sterling are far less close than 
those that obtained between the markets in ofhcial and transferable sterling. 
These considerations should be given their due weight; but to make per- 
manent an undesirable state of affairs merely because it might be of advantage 
in time of disaster would be to let caution overcome true wisdom. 


Remnants of Control 


What then would be left of exchange control in the United Kingdom ? 
There would be remnants of non-convertibility for residents in the com- 
pulsion upon exporters to repatriate the proceeds of exports to countries with 
‘ specified currencies ’’. Residents would still be prohibited from buying and 
holding gold. Both of these restrictions may well disappear within the five 
years of ‘‘ Conservative freedom ”’ that presumably lie before us. They 
should go, even if this means a major undermining of the restrictions on 
exports of capital. Naturally, those restrictions would be the last to go: they 
might remain as the outward trappings of exchange control, to be kept in the 
lumber room for use again in the emergency that looks unlikely to-day but 
for which it would be reasonable to make this minimal provision. 

Control of capital exports by residents would not be a serious blot on 
sterling’s escutcheon. It is accepted in the IMF’s strictest code of behaviour. 
It would be eased, as to some extent it is to-day, by the liberal use of the 
discretionary powers given to the Bank of England to sanction direct invest- 
ments in non-sterling countries. Eventually, a similar concession might be 
extended to portfolio investment: the continuation of the present requirement 
that documents of title must be lodged with an authorized depositary by 
residents should not be a major obstacle to such investment. It facilitates 
the important statistical task of keeping track of UK residents’ holdings. It 
would also ease the mobilization of such investments in the grave emer- 
gency which, one must hope, will never occur again but which should not, 
for that reason, be wholly written off and ignored. 
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Disowning Canada’s 


Dear Money 


By E. P. NEUFELD 


TORONTO, mid-October 


VENTS in the Canadian capital market in recent months have 

prompted some observers to talk—with exaggeration—of a “credit 

crisis’. ‘The events, certainly, have been dramatic enough. Interest 

rates have risen to levels exceeding any for several decades; on 
August 20 the Government refused to allot the full Treasury bill tender 
because it felt that the rates were too high. The banks, in a press release 
dated August 13, indicated that they would have to “.. . curtail further 
expansion in their lending policies ”. Seven weeks later, the Prime Minister, 
as an obvious warning to the banks, told his television audience that the 
Government would not “. . . see small businessmen, and farmers, and 
home-builders and small borrowers denied their opportunity to share in 
the new prosperity of Canada by reason of arbitrary credit practices ”’. 
Other factors have added to the confusion: the relationship between the 
Bank of Canada and the Government, which has not uniformly been a 
happy one; the fear of inflation even before full employment has been 
reached; the impact on the capital market of large Government deficits; 
the pleading from numerous sources, including recently the Investment 
Dealers’ Association, for more leadership on monetary matters from the 
Government, and the Government’s contention that it is not responsible 
for monetary policy. 

None of this makes much sense unless it is related directly to the recent 
monetary policy of the Bank of Canada and to the way in which the 
Government has managed its accounts since 1957. ‘The Progressive Con- 
servative Party, it may be recalled, won its first election in over twenty-five 
years in June, 1957, and was returned to power with a record majority in 
a subsequent election in the spring of 1958. ‘Two points about that period 
of intense political activity are particularly relevant to this discussion. 
First, the new Government waged an unrelenting campaign against the 
‘tight money ”’ policy that had accompanied the boom of 1955-57. This, 
apparently, explains why although interest rates are higher than they have 
been for decades and the money supply, which has been kept stable in the 
past year, is almost as low in relation to gross national product as it was 
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over much of the 1955-57 boom, the Government insists that, in the words 
of the Prime Minister, “... there has been no Government tight money 
policy as there was in 1955 and 1956, when tight money was the policy of 
the Liberal Government. There is no such policy to-day”’. Unhappily, 
heavy political overtones still pervade official pronouncements on economic 
policy, even though the Government enjoys such a large majority and is 
some years away from an election. Secondly, the Progressive Conservative 
Party is obviously anxious to lose once and for all the label of “‘ depression 
party ’’ that has encumbered it since the early 1930s. This anxiety, together 
with the array of rather costly promises the party made during the elec- 
tions, made the onset of a slight recession in late 1957 paradoxically for- 
tunate for the new Government. It presented it with an opportunity to 
honour its promises for increased expenditures without inflationary up- 
heavals, and to indicate beyond any doubt that it believed in the principle 
of deficit financing at such times. 

Before the end of 1957, and without introducing a formal budget, the 
Government had moved towards deficit financing—a movement that was 
continued in its formal budget of June, 1958. Since economic activity 


TABLE I 
GOVERNMENT OF CANADA ACCOUNTS 
(Millions of Canadian dollars) 



































April 1 April 1 
Year ended March 31 to to 
1957 1958 1959 Aug 31, Aug 31, 
1958 1959 
Expenditures and Receipts 
Budgetary revenues 5,106.5 5,048.8 4,770.8 1,806.4 2,068.5 
Budgetary expenditures 4,849.0 5,087.4 5,387.4 1,790.4 2,133.8 
Balance - 2357.5 — 38.6 —- 616.6 + 16.0 —- 65.3 
Non-budgetary balance 683.1 - 2.8 - 530.5 — 530.5 - 59.1 
Cash surplus (+) or deficit (—) 940.6 —- 41.4 -1,147.1 — 514.5 — 124.4 
Financed or Disposed of by 
Change in public debt — 1,039.2 —123.3 +1,312.6 636.5 - 14.0 
Change in Govt cash balances —- 98.6 —164.7 + 165.5 — 122.0 -— 138.4 
Cash taken (—) or provided (+) - 940.6 + 41.4 +1,147.1 +514.5 +124.4 
turned down in late 1957 such a move was unusually well timed. Higher 


pensions, increased payments to the provinces, large expenditures on 
housing and other items combined with declining tax revenues to produce 
a change from a cash surplus of $941 millions in the fiscal year ended 
March 31 1957, to a deficit of $41 millions in 1957-58 and to a deficit of no 
less than $1,147 millions in 1958-59. Details are given in the table above. 
There is no doubt that this massive turn to deficit financing softened the 
effects of the recession and put resources to work, most notably in house 
building, that would otherwise have been idle. But difficulties soon 
emerged. ‘The increase in the public debt required to finance the cash 
deficit put unusual strains on the capital market and on the policy of the 
central bank, particularly since economic recovery (beginning in early 
1958) came rather sooner than had been expected. Furthermore, the 
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recovery made it uncertain whether the Government’s fiscal policy would 
be sufficiently flexible to prevent it from contributing to the recurring 
threat of inflation: many of the Government’s expenditures were of a 
permanent character and substantial increases in taxes would, in view of 
past pronouncements, be embarrassing. It was even more doubtful whether 
the Government would use the budget to work positively against inflation 
if disinflationary action were required, since in opposition its members had 
strongly objected to surplus budgeting. 

For all these reasons the budget of April 9, 1959, was awaited with con- 
siderable interest. It proved on the whole to be reassuring. In particular 
it made clearer the principles that the Minister of Finance felt should guide 
the Government’s fiscal policy: “. . . there are times when a substantial 
deficit is clearly the right policy; there are times when the budget should 
be in balance; there are times when some provision should be made for 
the orderly retirement of debt ...’. Admittedly, the Minister did not use 
the phrase “surplus budgeting ’’, and in debate denied that he had said 
there was merit in a surplus, but it is difficult to see how debt retirement 
can occur without a surplus. 

At the same time the budget called for some increase in personal and 
corporation income tax rates and in excise rates on cigars, cigarettes and 
spirits, and a substantial reduction in non-budgetary expenditures. ‘These 
changes, together with the effect of economic recovery on tax revenues, 
were expected far more than to offset higher expenditures. The expected 
deficit was still substantial ($835 millions), but the Minister felt this was 
justified because the economy’s recovery was not yet complete and because 
there was a chance that even that deficit would disappear at the appropriate 
time. Ina speech on October 8, the Minister of Finance said that “... we 
look forward to the time when the Government will cease to be a net bor- 
rower. ‘This is a deliberate aim on the part of the Government...”. And 
it is true that the gap between expenditures and receipts is narrowing. 
But if economic recovery continues unabated throughout 1960 it may well 
be necessary for the Government to raise taxes further and for once 
unequivocally to adopt the principle of surplus budgeting. Failure to do 
so would leave many observers unconvinced that the Government was 
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really serious in its much-avowed opposition to inflation. Next spring’s 
budget will be read with these points in mind. 

The close relationship that exists between debt management and monetary 
policy is amply illustrated by the way in which the Government's deficit 
has been financed. The method chosen in 1958—by an increase in the 
supply of money— affords the primary explanation of the Bank of Canada’s 
uncompromising policy of keeping money supply stable in 1959. From 
September, 1957, to October, 1958, the public debt increased by $1,253 
millions and the money supply by $1,747 millions. ‘The large increases in 
the money supply that occurred in February, May, July, August and 
October of 1958 were necessary to ensure the “‘ success ’’, through chartered 
bank buying, of attempts by the Government to sell bonds (and also to 
accomplish the massive conversion of wartime Victory bonds into, on 
average, longer dated issues) at a time when the bond market was becoming 
increasingly bearish. By late 1958 it had become clear that to continue to 
finance the deficit by expanding the supply of money would be dangerous. 
As the Governor of the Bank of Canada pointed out in his annual report 
for 1958, “‘. . . a sufficient degree of expansion of the money supply had 
taken place to make possible the financing not only of full recovery from 
the recession but of a considerable degree of renewed economic growth 
thereafter’. Since that time the money supply has remained virtually 
constant: the Government has had to finance its deficit by selling short- 
term issues at prices demanded by the market. 


The * Credit Crisis ’’ 


The final indication that this policy of competing for funds was not 
only the correct one but also a practicable one came last September when 
several new Government issues sold well (they have since moved above 
issue price). While there is no doubt that the Government will have to 
raise further money, it at least now has a firmer bond market in which to 
seek its funds. This improved market tone, together with the possibility 
that the Government net cash requirements from the market may disappear 
in the first half of 1960, has made the problem of selling Government issues 
considerably more tractable than it seemed a short while ago. 

The move towards large Government deficits in late 1957 was soon 
interpreted by the market as a move towards higher interest rates. Indeed, 
interest rates began to rise in mid-1958, well before the Bank of Canada 
imposed its brake on the money supply. During the fifteen months from 
March 31, 1958, to June 30, 1959—a period when the yield on medium- 
term Canada bonds increased from about 33 per cent to almost 5 per cent 
—federal government issues took about 58 per cent of all net new money 
provided by the bond market; whereas in the preceding fifteen months 
they had taken only about 6 per cent. Moreover, in the more recent period 
referred to above total net new issues of bonds in the Canadian market 
amounted to $2,894 millions compared with only $1,618 millions in the 
fifteen months preceding that period. Clearly, the extreme tightness in 
the bond market in the past year is largely explained by the impact of 
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federal government borrowing on a market that was already providing 
funds in large amounts to provincial and municipal borrowers. Corporate 
borrowing in the market had not begun to reassume its former importance. 

A further source of pressure on the market began to operate in late 1958 
—the recovery in the demand for bank loans. By chance, this recovery 
coincided with the beginning of the Bank of Canada’s policy of keeping the 
money supply stable; it was clear that the chartered banks, which had 
previously been heavy buyers of government bonds, would now become 
sellers. As it turned out, the banks became not merely marginal sellers of 
bonds but heavy sellers, since the increase in the demand for bank loans 
proved to be unusually large. From December, 1958, to September, 1959, 
bank loans rose by $855 millions, and bank holdings of federal government 
securities declined by no less than $762 millions. As the Government was 
still running a deficit, these securities had to be taken up by the market. 

As early as May, 1958, the banks met, on their own initiative, to discuss 
a common practice for restricting certain types of bank loans. Although 
the discussions were never made public, it appears that the banks wished 
to limit loans to finance companies, to stop lending for speculative purposes, 
and that they intended to scrutinize more carefully than in the past further 
utilization of all large lines of credit. The figures suggest that this attempt 
at restriction failed: at all events, loans soon were increasing as rapidly as 
ever. By September last the banks’ “illiquid assets’ (loans, housing 
mortgages, and non-government securities) accounted for 69 per cent of 
their deposit liabilities, compared with 58 per cent, 64 per cent, 63 per 
cent and 54 per cent in the same month of the four preceding years. By 
the canons of prudent banking there was no doubt that the banks were 
virtually at the end of their Jending spree; a press release by the Canadian 
Bankers’ Association on August 13 told the public that “... the banks 
most regretfully are deprived of the flexibility necessary to make new loans 
in particular and, in a general way, to provide for increases in the amounts 
already borrowed under existing credits ”’. 

It was this somewhat dramatic announcement, coming on the day when 
the Treasury bill rate first went above 6 per cent, that perhaps more than 
anything else led to talk of a credit crisis. ‘The confusion was not lessened 
by the attempt in that same announcement to suggest that the 6 per cent 
ceiling on bank loan rates could no longer operate as a deterrent to increasing 
loans since the Treasury bill rate (and therefore Bank rate, which is fixed 
4 per cent above it) had exceeded 6 per cent—the logic of this still seems 
mysterious. ‘Talk of a crisis was also excited by the Government’s refusal to 
accept tenders for all the Treasury bills offered on August 20 and its reduc- 
tion of the tender for the following week because “. . . the recent rise in 
interest rates on Treasury bills has gone farther and faster than conditions 
warrant’. This was probably a correct interpretation since the rate had 
moved from 5.47 per cent on July 30 to 6.16 per cent on August 13, even 
though the Bank of Canada was a large buyer. Moreover, the money 
market was under pressure at that time because the banks were selling 
bills; the banks virtually withdrew from the August 13 tender. 
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This, however, does not explain why the banks behaved as they did. 
The explanation is that the Bank of Canada controlled the supply of cash 
so tightly that the banks, as a whole, were running below their minimum 
requirements over the first two weeks of August; at the same time the 
money market dealers were borrowing up to $52 millions from the Bank. 
This was a most unusual situation: the banks individually attempted to 
restore their legal cash ratio by the quickest way open to them—by selling 
and running off bills. It is not easy to understand why the Bank of Canada 
put the banks under such pressure in early August, since it had to (and 
did) provide the cash later in the month if it did not wish to see the banks 
end the month below their legal cash ratio. This curious state of affairs 
arose from the way the ratio is computed.* 

The most probable explanation is that the Bank of Canada wished to 
impress upon the banks that they simply could not depend on the Bank 
making it possible for them to honour their increasing credit authorizations, 
and that it did not wish them to expand their deposits in August—which 
they technically could do without impairing their current legal cash ratio 
because of the way that ratio is computed. Serious thought surely should 
be given to revising the legal cash ratio so that both the cash and the deposit 
liability figures used in computing it are on a current, or more nearly 
current, basis. In one way or another the authorities should seek to avoid 
any repetition of the severe jolts that the money market suffered in August, 
since these disrupt unnecessarily the operation of that market. 


The Aftermath of August 


The federal government’s demands on the Canadian bond market have 
forced provinces and municipalities to go to the New York market. During 
the period March 31, 1958, to June 30, 1959, when the federal government 
took about 58 per cent of all funds supplied by the Canadian bond market, 
provinces and municipalities got 31 per cent of their money from the United 
States; whereas in the fifteen months preceding that period they obtained 
22 per cent of their funds from the United States. The rise in Canadian 
interest rates has inevitably encouraged an inflow of short-term capital; 
indeed, a large portion of the 1959 trade deficit has been financed with 
such capital. In addition, the banks have brought in some funds from 
New York to augment their Canadian resources. Possibly, rising interest 
rates abroad and the retreat in Canadian rates will cause short-term capital 
to flow out in coming months—a tendency that would bring about a decline 
in the premium on the Canadian dollar. 

The well-publicized events in the capital market in August made many 
site aware of the Bank’s — of sean restraint and of the increasing 





* Bank cash 1s defined as Bank of Canada notes held by the chartered banks and chartered 
bank deposits with the Bank of Canada. For computing the statutory cash to deposit 
liabilities ratio for any month, the figures used are the daily average figure for chartered 
bank deposits with the Bank of Canada and the average of bank notes held by and deposit 
liabilities of the chartered banks for the four consecutive Wednesdays ending with the 


second last Wednesday of the preceding month. 
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difficulty of obtaining bank credit. For this reason, perhaps, both the 
Prime Minister and the Minister of Finance have recently been at pains to 
stress that it is not the Government but the Bank of Canada that controls 
the money supply, and have left the impression that they (the Government 
of the day) cannot be held responsible for monetary policy. This is cer- 
tainly not the view of the Radcliffe Committee about the seat of responsi- 
bility in a democratic society; and it has a strange sound when one remem- 
bers the impact that Government finance had on monetary management 
in 1958. In my view this contention implies a most unsatisfactory relation- 
ship between the Government and the central bank. Provincial premiers, 
certain newspapers, and others are now able to criticize the Bank of Canada 
publicly—and have eagerly seized the opportunity—for the policy it is 
following while absolving the Government from al] blame. Cabinet 
ministers can plead innocence when monetary restraint begins to “ hurt ”’, 
and can refrain from supporting the Bank of Canada publicly when unpopular 
policies have to be followed. Voters, for their part, are asked to believe 
that the Government of the day cannot be held responsible for monetary 
policy. 

This confusion will not disappear until it is made clear that the Govern- 
ment of the day by being responsible for economic policy in general is also 
responsible for monetary policy in particular. 


‘“* Effective Action... ”’ 


The Government recently has also seemed anxious to give the impression 
that the banks have been discriminating against ‘‘ small borrowers ’”’ and 
that it is not going to sit idly by and see this happen. The Prime Minister 
said in his television broadcast on October 1: “‘ I give you this assurance, 
my fellow Canadians, when effective action can be taken by Parliament, it 
will be. The contribution of small business and small borrowers, and the 
farmers, in the development of Canada will not be allowed to be throttled ”’. 
A week later the Minister of Finance, as reported in the press, indicated 
that he had told the banks that they should give priority to the needs of 
farmers and small business; the rights and privileges that had been conferred 
on the banks, he said, should be exercised with due regard for the national 
interest. 

All this is rather strange, since there is little evidence of any such dis- 
crimination. In the eighteen months to June 30, 1959, the dollar value of 
personal loans increased by 20 per cent, business loans of Jess than $100,000 
by 18 per cent, and business loans of more than $100,000 by 17 per cent. 
The Minister seemed to feel that the large unused lines of credit of bor- 
rowers of over $100,000 have worked to the detriment of small borrowers. 
It is not yet evident whether, or in what way, “.. . effective action . . . by 
Parliament . . .” will change the character of Canadian banking, and in 
particular to what extent it will compromise the freedom of the banks in 
deciding where funds are to be lent. What is certain is that in any battle 
between the Government and the banks, in secret or in public, the Govern- 
ment will win. 
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As I See It... 


By SIR OSCAR HOBSON 


























The Market Flare-up 


HE General Election had such intoxicating effects on the stock 

markets that it is rather difficult for those of us who work in the 

City to collect our thoughts and take a sober view of the economic 

scene around us. ‘The performance of the Stock Exchange, of 
course, far outran all precedent and almost beggars description. ‘Turnover 
in the week following the election was double that of an ordinary busy 
week. In the fortnight spanning the election the thirty shares included 
in the Financial Times Industrial Index gained in value nearly twice as 
much as they had gained in the first nine months of the year. The share 
list in question does not include the denationalized steel companies. ‘The 
shares of these rose just on 50 per cent as a result of the election; since 
the beginning of the year they have more than doubled in value. 

The rise in steel shares can be regarded rather as a readjustment to the 
new political environment than as a boom. But only that word will fit the 
frantic rush for other industrial equities and particularly for the select 
‘‘ blue chip ”’ class, a score or more of which now offer yields on current 
dividends of around 2% per cent. 

How is one to interpret this state of the stock markets ? How is it to be 
related to the general economic situation? Is it in itself dangerous? 
I suppose that the answer to the last question is ““ No”’. ‘To a large extent 
the post-election flare-up of prices was due to pent-up demand, springing 
from the present strong flow of genuine savings, which had been held back 
for release when the election was over. ‘There is no evidence of any undue 
inflation of credit. No doubt quite a lot of the buying on the Friday and 
the Monday following the election was “ speculative’’ but, up to the 
moment of writing at least, any profit-snatching sales by this type of 
operator have been easily absorbed by fresh buying. 
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What the post-election Stock Exchange boom does prove is that the 
country at large is affected by an almost unprecedented wave of optimism 
regarding the future of industry and the prosperity of the country generally. 

Within limits the optimism is plainly justified. ‘The industrial news is 
generally good. ‘The consumption goods industries are in a state of high 
activity; even the lagging textile trades are reviving. ‘The motor industry 
continues to boom—even to the extent that the greatly augmented British 
supplies of steel sheet are proving inadequate to cope with its requirements. 
‘The demand for the heavier steel products is now recovering. Overall, the 
steel mills were working at 90 per cent of capacity in September as against 
75 per cent a year ago. Other capital goods industries, notably machine 
tools, may still be lagging behind, but the substantial increase of factory 
plans seems to promise that industrial investment will presently begin to 
climb out of the trough that has been causing such concern to the impatient. 

All things considered, Britain’s recovery from the recession of 1957-58 
has so far been remarkable for its vigour and speed. On the evidence of 
the stock markets it is plainly the universal belief of the investing public 
that the glass is still set fair and that the recovery will go on indefinitely. 

With the public in this ebullient mood, it seems tactless and even churlish 
to suggest that danger lurks in the mood itself. Yet that is the oft-repeated 
lesson of history—the lesson that booms breed slumps and that slumps can 
only be avoided by dealing betimes with the booms that precede them. 


Postpone the Restraint ? 


I am not affirming that this is the precise moment when restraining 
action to bring the now-budding boom under control should be put in 
hand. ‘The precise moment will depend on many things, such as the state 
of the exchanges and the balance of payments—the sharp increase in the 
trade ‘‘ gap’ in September, incidentally, has to be noted even it be a cloud 
no bigger than a man’s hand—the unemployment percentage, the pending 
wage demands, the trend of commodity prices, and so on. ‘The monetary 
authorities are in the best position, because they are best informed, to 
determine it. It is to be hoped that they will have learned from the sad 
experiences of last time, when they pursued a course of too little and too 
late right up to the eleventh hour. 

Above all, they must stop their ears to the siren voices which will urge 
them to do nothing to harm the goose that is laying such golden eggs. 
Already the siren voices can be heard. A leader writer in the Financtal 
Times has written: “‘ No doubt the point may come when the boom will 
need to be restrained. However, there are strong reasons against attempt- 
ing restraint prematurely. Higher industrial investment is an essential aim 
of our present economic policy and it might be prejudiced if the Government 
were now to start to tighten the screws on the economy even if the start 
was a gentle one. Perhaps in six months’ time . . .”” some measure of 
restraint might be needed. But time and tide wait for no man _ It 1s 
futile for the Financial Times to try to bargain with the economic laws for 
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six months clear run of expansion. In any case, the “ essential aim ”’ of 
policy is not higher investment but the steady growth ot prosperity. 

And when the time for tightening the screws arrives, what form will! the 
tightening take ? Will the authorities, with the help of the Radclitte Com- 
mittee, have arrived at any effective substitute for a straightforward raising 
of the Bank rate? Pace that Committee, I can see none. ‘The Bank rate 
is the only “ brake light’ whose warning message would be immediately 
understood by the business community at home and throughout the world. 
By all means let the authorities try operating on the “ liquidity structure ”’ 
as well, by renewing the debt-funding campaign suspended a year ago. It 
is doubtful if they will get far with it. The modest recovery in gilt-edged 
prices that has followed the General Election hardly betokens any genuine 
recovery of trust in fixed-interest securities. It represents no more than a 
rebellion by a strictly limited number of investors against the “‘ negative yield 
gap” between gilts and equities. It will take a long time to re-establish any 
real faith in continued stability of retail prices and, therefore, of gilt-edged 
values after the battering it has had in the past twenty years. 

Therefore, as I see it, the main task that faces the new ‘Tory Government 
is rather to concentrate on policies calculated to perpetuate stability of the 
currency than to worry overmuch about industrial expansion. This implies 
a great deal more than the formulation and execution of a sound monetary 
policy. Events since the war have shown that monetary policy is not 
enough—in the sense that, however skilfully it is framed, it can be trus- 
trated by social resistance. I have in mind particularly, of course, the 
cost-push inflationary tactics of the great trade unions, which spring from 
the fact that after nearly a hundred years of popular education the great 
mass of their members are still, apparently, unable to understand the 
difference between real wages and money wages. 


The ** Scandal ”’ of Industrial Relations 


There is little doubt that the state of the relations between the two sides 
in industry is the greatest obstacle to improvement in the general standard of 
living, which could be significantly higher were there a better understanding 
of the elementary facts of economic life and a genuine spirit of co-operation 
between employers and employed. 

In the election campaign both the Tory and Labour parties avoided 
discussion of labour relations like the plague Nevertheless, as it seems to 
me, any Government which finds itself in the position of the Tory Govern- 
ment to-day, with five years’ lease of life before it and no other domestic 
matters of outstanding importance to attend to, can have no excuse for not 
making a determined effort to bring about improvement here. 

It is not wholly, perhaps not even mainly, a matter of fresh legislation 
on trade unions and trade disputes. With almost every unofficial wild-cat 
strike, however irresponsible, that occurs it becomes clearer that if the 
machinery for the ventilation of grievances had been more effective, if the 
processes of negotiation had been speedier, if more accurate information 
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had been available, the breach might well have been avoided. It is plain 
that there is great scope for straightforward administrative reforms in the 
labour departments of big firms and in the trade unions and the employers’ 
federations designed merely to speed up negotiation procedures. 

Nevertheless, there is also urgent need for legislative reforms. We have 
become so accustomed in the last half-century to the present trade union 
system that we are now almost blind to the gross injustices which it enshrines. 
| wrote something on this subject in The Banker a little over a year ago. 
I then urged the case for restricting to “‘ registered’ trade unions and 
their members the protection at present afforded by the Trade Union Acts 
to trade unions and to persons (whether members of unions or not) engaged 
in trade disputes. Registration would only be accepted by the Registrar 
of Friendly Societies provided the rules of the union ensured just treatment 
of its members, particularly members accused of breaking the union rules. 
I went on to suggest that if the then Conservative Government found it 
inexpedient in the face of strong opposition and towards the end of its term 
of office to launch a frontal attack on the indefensible legal status conferred 
on the trade unions by the Act of 1906, it should confine itself to the reform 
and standardization of trade union rules and for the protection of union 
members against the harsh treatment to which they are sometimes exposed. 

That Government did not venture even thus far. But now we have a 
new Parliament and a new Government with a very comfortable majority 
and the excuses for not tackling what I believe it is no exaggeration to call 
a crying scandal of our time are nil. 

It will, of course, be said that what is proposed would be “ class legis- 
lation ’’ aimed at reducing the working man again to subjection. I submit 
that it would be nothing of the kind but, on the contrary, the re-establish- 
ment of certain principles of elementary justice which in this context have 
been in abeyance for a very long time. And in support of that view I would 
like to quote some passages from Professor E. H. Phelps Brown’s new 
book, The Growth of British Industrial Relations. Professor Phelps Brown 
(who is now one of the “ Three Wise Men”’’) is no enemy of labour or 
the trade unions but on the contrary a strong, Gacrimmnationg sympathizer 
with their legitimate aspirations. 

Writing of the Trade Disputes Act of 1906 and the Royal Commission 
that had preceded it, he says: 


¢é 


Something extraordinary had happened. ‘“‘ That vast and powerful insti- 
tutions’, the majority of the Royal Commission had written, “‘ should be 
permanently licensed to apply the funds they possess to do wrong to others 
and, by that wrong, inflict on others damage perhaps to the amount of many 
thousand pounds, and yet not be liable to redress out of those funds, would 
be a state of things opposed to the very idea of law and order and justice ”’ 

Precisely that had been done now. Workpeople who have no quarrel 
with their own employer walk out in breach of their own contracts of employ- 
ment, because their union says they must stop him supplying some other 
manufacturer with whom it is in dispute; the stoppage is prolonged and he 
suffers very heavy losses; he has no remedy against the union. A man who 
wants to go on working during a strike is knocked down by a picket the 
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union has posted and is crippled for life; the picket if identified, may be 
punished for assault and may be required to pay to the victim such damages 
as his own means permit; the funds of the union may be immense; the 
victim cannot draw a penny from them. . . . The Trade Disputes Act of 
1906 declared that the union, like the King, could do no wrong. ‘The Crown 
has lost that immunity now, but the union has it still. We may well ask why. 


Professor Phelps Brown answers that the case for the 1906 Act was that 
a union with many thousands of members could not reasonably be expected 
to exercise effective control over all the actions they take on its behalf. 
But, he concludes: 


One would have thought there was room for a code of positive law to define 
the right of employer and employed in their mutual relations and prevent 
them from denying those rights to one another; to protect the individual in 
his relations with his trade union or employers’ association; to define and 
proscribe those practices to employers and employed which are contrary to 
public policy; and to protect the interests of the public during trade disputes. 
But for these issues the British statute book makes next to no provision. 


I add my plea to Professor Phelps Brown’s that this omission should now 
be remedied. 





An Artist's Sketchbook: No. 68 


BRITISH BANKS IN TOWN AND COUNTRY 


National Provincial, Tottenham 


Court Road 


OTTENHAM COURT ROAD is one of the several areas of London 

associated with a particular trade. The original attractions of ‘Totten- 

ham Court Road for the furniture trade are obscure: the road had a 
bad reputation before the advent of the furnishing warehouses early in the 
nineteenth century. Increasing prosperity led to rebuilding, a process that 
is still going on, being speeded up by war damage. Few of the old early 
nineteenth-century premises now remain. 

The road is well supplied with banks, one or two of them only recently 
rebuilt to correspond with modern trends. One of these is the subject of 
this month’s drawing—the branch of the National Provinciai Bank at 
number 95. This bank, part of a large office block, has been built near 
the site of a branch destroyed in the war; it was commenced in 1956 
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Specially drawn for The Banker 
by Geoffrey S. Fletcher 


and opened for business in October, 1957. ‘The bank portion of the block 
was designed by the National Provincial’s architect, Mr B. C. Sherren, 
and follows contemporary styles. The interior, panelled in teak, is of 
polished stone and marble; an interesting feature is the balcony on the 
first floor, forming part of the banking hall. The counter is also of teak, 
with plastic-covered panels, and the end wall of the banking hall is carried 
out in mosaic. 
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RADCLIFFE UNDER SCRUTINY 


y 


Control by ‘Stickiness 
of Rates ? 


By JOHN SPRAOS 





S the public discussion of the Radcliffe Report proceeds, it is natural 
that it should graduaily move from general reviews to particular 
aspects, from the broad sweep to the microscopic scrutiny. ‘The 
articles in the September and October issues of The Banker 
marked important stages in this trend. ‘This article carries it still further, 
by focusing upon a single question—the crucial one of the mode of operation 
of interest rates. ‘The Radcliffe Committee’s thesis, it will be recalled, is 
that interest rates are ineffective (or very slow) in controlling the incentive 
either to invest or save. But they exercise a powerful influence on the 
liquidity of the economy and can therefore play, via this medium, an 
important, though not always decisive, réle in the control of aggregate 
demand. Anticipations of this theoretical rehabilitation of the interest 
rate can be found in the monetary literature since the war, but in Britain 
the doctrine has never before been the subject of a systematic treatment. 
The doctrine, it should be observed, relates to long-term interest rates. 
Those prevailing at the shorter end of the spectrum are considered by the 
Committee to be relatively unimportant. 

The question which, inter alia, it is intended to raise here is whether 
interest rates are really capable of having an influence via liquidity inde- 
pendently of any influence they might exercise on saving and investment 
incentives. This is clearly fundamental. For if they are not capable of 
doing that, the whole doctrine is undermined. 

The key paragraph in the Report, which sets out the Committee’s doctrine, 
is numbered 393. ‘The most relevant part reads as follows: 


Provided that it is not confined to the short end of the market, a movement 
of interest rates implies significant changes in the capital values of many 
assets held by financial institutions. A rise in rates makes some less willing 
to lend because capital values have fallen, and others because their own 
interest rate structure is sticky. ... This is an important conclusion for 
policy, for it implies . . . that movements in interest rates have an effect 
apart from any influence they have on the incentive to hold capital goods. 


Leaving aside for the moment the effect obtained by virtue of the stickiness 
of some institutions’ own rates—a matter that is given comparatively 


674 





Poa gp iA o 


~ ~~, fh 





little emphasis in the Report—the effect on liquidity through changes 
in capital values can be illustrated by reference to the commercial banks, 
to which the Committee still attaches much importance as sources of the 
greatest liquidity in the economy, though it professes only secondary 
interest in their capacity as “creators of money” (Paragraph 395. All 
subsequent numbers in brackets refer to paragraphs in the Report). 

Given that the banks operate near the 30 per cent liquidity minimum 
(or its seasonal equivalent), they can only expand their advances, and 
thereby perhaps provide inflationary finance, if they switch out of some of 
their gilt-edged holdings which are grouped in their balance sheet under 
the heading of “‘ investments.’”’ ‘There is still much scope for such switch- 
ing because, as the Committee emphasizes (139), the proportion of advances 
to deposits is much Jower and that of investments to deposits much higher 
than the banks consider desirable—a situation resulting from the succession 
of pre-war slump, wartime distortions and post-war credit squeezes. 

If now the authorities engineer a rise of interest rates by lowering the 
price of gilt-edged through open market operations, the banks would be 
faced with an adverse market in which to run down their holdings of 
government securities. At present this would not create much of a prob- 
lem for them because they have a constant and substantial stream of 
maturing stock. But the Committee is looking forward to the day when 
the banks become again “ fully lent”, holding but “a tiny portfolio of 
near-maturity bonds” and thus only able to “ expand advances at great 
penalty which the authorities can sharply increase ”’ (146). 


Unsmoothing the Path 


In these circumstances, so the argument runs, the banks would be 
reluctant to liquidate any investments and would therefore have to refuse 
advances even for credit-worthy projects. These projects, the promoters 
of which may well have been insensitive to the interest cost of their financing, 
would then be deterred by sheer lack of ready cash to start them off. Unless, 
of course, they can turn to some other source of credit with greater success 
than they met at their banks. It is the Committee’s considered opinion 
that such greater success was not difficult to come by when monetary policy 
relied heavily on the administrative squeeze of bank advances only (460). 
By contrast, it is the Committee’s case that the liquidity squeeze through 
interest rates, which they advocate, is widespread in its effects, percolating 
through to all the financial institutions in the land and thus preventing 
credit substitution from frustrating official policy (394). The interest rate 
structure, according to this way of thinking, is to the authorities what the 
baton is to the orchestra conductor: a simple movement and every member 
of the orchestra responds. 

But this reasoning does not appear free of difficulties. In the first place, 
when the banks (or other institutions) refrain from selling gilt-edged because 
the market is adverse, they leave that much more money seeking employ- 
ment than they would have left had they sold. ‘Thus, by the very behaviour 
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that, according to the Committee, is responsible for the banks’ refusal to 
extend credit to their clients, they leave the wherewithal for the financing 
of these clients through some other source. To be sure the money in 
question may be absorbed by the authorities as they unload bonds on the 
market in pursuit of their interest-raising policy. But, clearly, this is not 
what the Committee has in mind: nowhere does it emphasize the effect of 
open market operations on the supply of money, whilst, per contra, it is 
explicit (as in the passage quoted above) that the reluctance to dispose of 
gilt-edged in an adverse market is, per se, what provides the brake to the 
liquidity of the economy. From the general tenor of the Report (as well 
as specific passages—e.g. in paragraphs 183, 220 and 395—in which it is 
implied that one of the principal criteria of the level of liquidity is to be 
found in the degree of smoothness of the path linking ultimate lenders to 
ultimate spenders) it seems clear that the reluctance of most financial insti- 
tutions to sell gilt-edged in a depressed market is conceived as having its 
repercussions on aggregate demand for goods and services through the 
fact that some cash seeking employment that would have otherwise been 
absorbed into the active circulation through the switching operations of the 
financial institutions is forced to remain idle by sheer inability to find its 
way into the hands of potential spenders. In other words, the institutional 
machinery for bringing together those who have cash and those who want 
it becomes clogged up as a result of the reluctance of the institutions to 
run down their bond holdings, a reluctance which the authorities have 
engineered by depressing interest rates.* 

It is impossible to evaluate the quantitative significance of this mechanism. 
If there is a lot of funds seeking employment but unable to find it and 
a multitude of frustrated borrowers, institutions unencumbered by a balance 
sheet structure that inhibits them from mopping up such funds may well 
develop. As the Committee says in a different context: “the growth of 
new financial institutions would allow the situation continually to slip 
from under the grip of the authorities’ (394). But after this cautionary 
interpolation, let the Committee’s case over this aspect of the matter be 
granted, and let us proceed. 

The logic of the argument that the penalty of capital losses will effec- 
tively deter the expansion of lending depends on the institutions concerned 
being unable to recoup themselves for these losses. Non-recoupment in 
turn depends | on their encountering resistance from borrowers to higher 








* Another saitetelaili mechanism would work along én following ve Institutions 
that hold bonds as a second line of defence against abnormal calls by their short-term 
creditors—building societies are an example—would find that line frozen into immobility 
if heavy capital losses are the price which they have to pay in order to bring it into action. 
Their response to this kind of situation may take the form of a reduction of lending, a 
reduction designed to strengthen their first line of defence—cash. ‘This would be a more 
effective mechanism because the reduction of lending emanating from a particular source 
would have as its counterpart a swelling of the volume of idle money held by that source 
and could not, therefore, re-emerge as increased lending from another source. But the 
Committee does not put forward this mechanism and the reason is, presumably, to be 
found in its analysis of the relevant institutions where it notes the freezing of the 
secondary liquidity reserve effected by a rise of interest rates (290), but omits any reference 
to a response in the form of larger cash holdings, which must therefore be presumed absent 
or negligible. 
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charges for loans. This is a critical conclusion. From it, it follows that 
the road that takes us via a liquidity squeeze of the lending institutions 
does not lead to an independent result; in the end it brings us back to the 
effect of interest rates on the incentive to borrow. And if the Committee 
is right in thinking that this effect is negligible or very slow-acting—a view 
for which the evidence is strong—the repercussions of interest rate move- 
ments on the liquidity of financial institutions do not provide a foundation 
at all for the rehabilitation of the interest rate as an instrument for con- 
trolling the level of economic activity, let alone a foundation solid enough 
to sustain the predominant réle envisaged by the Committee for it. 

But this is perhaps too sweeping. Granted that the banks and other insti- 
tutions could, if they chose, recoup themselves for losses sustained in 
expanding their lending in circumstances made deliberately adverse by the 
market behaviour of the authorities, would they in fact choose to do so? 
The banks found it unpleasant to turn down credit-worthy projects even 
under the credit squeeze when they could blame the authorities’ directives 
for it. To surround themselves on their own responsibility by a large 
fringe of unsatisfied borrowers—a small one is perhaps inevitable—may 
well be considered a serious blot on their public relations. Nevertheless, 
would the banks and, mutatis mutandis, the other institutions be prepared 
to raise their lending rates to levels that in terms of historical experience 
might appear exorbitant even if this were the only condition on which 
they could satisfy all their credit-worthy clients’ demands for finance 
without incurring a loss? ‘The Radcliffe Committee indeed envisages that, 
in the atmosphere created by the active interest rate policy that it advo- 
cates, the charging of higher rates for advances might come to play an 
accepted part (507). But the Committee does not recommend the abolition 
of the Bank rate formula for fixing charges on advances—Bank rate plus a 
margin depending on the credit-worthiness of the customer, but the total 
subject to a minimum—and so long as that formula is adhered to, it rules 
out the flexibility of charges that is necessary if the banks are to be indifferent 
to the penalties on the expansion of advances imposed by the: authorities 
through their interest rate policy. 

Thus the critical significance of the stickiness in the interest rate structure 
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of the financial institutions becomes apparent. On account of it, the banks 
cannot expand advances by switching out of gilt-edged with impunity, the 
building societies cannot keep up their mortgage loans by cementing the 
loyalty of their “investors ’”’ with a competitive return on their capital 
(291-94). And so on. It is this stickiness that appears to be ultimately 
responsible for the clogging up of the channels of communication between 
lender and spender. ‘The capital losses inflicted through a rise of interest 
rates do not seem to have any effect on liquidity that is either independent 
of or has any primacy over the effect obtained through stickiness of the 
financial institutions’ interest rates. 


Removing the Fulcrum 


But, beyond differing in emphasis from the Report, this conclusion 
raises an important question. If stickiness of this kind is the fulcrum of 
the Radcliffe mechanism, how far can the mechanism be relied upon to 
carry the policy burden assigned to it in the Report and to retain under 
pressure the properties that are essential to its functioning ? Doubts on 
this score arise because the stickiness of the financial institutions’ interest 
rate structure does not depend so much on rational economic motivation 
and on the imperatives of profit and loss as on habit and tradition. This 
particular habit has grown and was cultivated in an atmosphere dominated 
by the comparative stickiness of gilt-edged yields. Without overempha- 
sizing the cause-and-effect element in this, it might be asked whether the 
more pronounced fluctuation of long-term interest rates, which is implied 
in the Report’s recommendations, added to all the other pressures on the 
financial institutions, would not prompt evolutional changes of behaviour 
on their part that will unburden them of the characteristics on which the 
Radcliffe mechanism depends. 

Such evolutionary changes would be consistent with the Report’s 
emphasis on the mutability of practices and adaptability of institutions in 
the financial world. Indeed, if we look to one of the newest institutions, 
the hire-purchase finance houses, we may find an illustration of the shape 
of things to come: their rate structure is not sticky and their asset structure 
does not appear to be sensitive to the manipulation of gilt-edged yields. 

But even if the financial institutions’ interest rates retain roughly their 
present degree of stickiness, there is still a question to be faced. The 
Radcliffe mechanism relies on the erection of obstacles on the loan quest 
of potential spenders. But interest rate changes also affect the incentive 
under which ultimate lenders seek employment for their funds. If an 
upward movement of rates makes them much more determined to reduce 
idle balances, their greater determination may offset the obstacles placed 
between them and ultimate spenders. 

The strength of the Radcliffe Committee’s case is somewhat impaired by 
its failure to discuss this aspect of the matter. Particularly in the light of 
one of the most striking facts of post-war monetary history with a strong 
bearing on this aspect, namely, the virtual halving in the decade 1948-58 
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of the percentage which notes and coin plus bank deposits bear to the 
value of the national income, i.e. the virtual doubling of the income-velocity 
of circulation. The Committee is doubtless right when it says, in a different 
context, that references to recorded changes of velocity explain nothing 
(391). But such changes constitute a phenomenon that itself needs to 
be explained. For changes in velocity reflect the mobilization of idle funds 
into active service, and the causes of that are analytically significant. A 
possible explanation of the phenomenon is that the war and Daltonian 
‘“ cheap money ”’ periods had increased liquidity to a point of disequilibrium 
that, in the course of being corrected, would have raised the velocity of 
circulation, even had interest rates remained at the low level characteristic 
of these periods. But another plausible explanation is that the upward 
drift of interest rates on loan capital has drawn, or at any rate has helped 
to draw, idle funds into active service by offering to the holders of such 
funds the additional incentive necessary to make them seek their employ- 
ment. This explanation brings out the fact that, at best, a rise of interest 
rates is a two-edged instrument. It makes contact more difficult between 
ultimate lenders and potential spenders a@ Ja Radcliffe, but at the same 
time it makes ultimate lenders more anxious to establish contact without, 
ex hypothesi, making potential spenders appreciably less anxious to do so. 


Flexibility Even for the POSB ? 


There is, moreover, at least one set of sticky interest rates that tends 
to frustrate rather than promote the Radcliffe mechanism: the rates on 
“national” savings. In terms of the Committee’s system of thought the 
role of national savings in an inflationary period is to divert the funds of 
ultimate lenders away from potential spenders.* But this diversionary 
function is naturally inhibited if the rates on national savings drag behind 
those of other outlets for small savings. Nevertheless, the Committee 
brings itself to recommend only with the greatest circumspection that the 
authorities “ should go a little further than in the past, and be more prepared 
on rare occasions to use their power in this field to encourage a general 
movement of interest rates in whichever direction is desired” (601). It 
was evidently impressed by the factors that account for the stickiness of 
these rates; the rate of the Post Office Savings Bank holds, after all, the 
record for stickiness. 

These are some of the problems raised by the Radcliffe Committee’s 
thinking on interest rates. Its Report is such an interesting and im- 
portant document that it both calls for and deserves serious critical comment. 
[ts significance, moreover, does not depend on any particular doctrine that 
it enunciates. The authors’ final plea is not for this or that line of thinking 
but for ‘“‘a constant and profound diagnosis of the state of the economy ”’ 
(983). ‘To the diagnostic process they have contributed greatly by raising 
the whole discussion of monetary matters on to a new and stimulating plane. 





*'The Government, which benefits from any net accretion of national savings, is, of 
course, a spender, but the relevant point is that its spending is not dependent on what 
it can raise from national savings, or indeed from any other source. 
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The Peseta through 
Spanish Eyes 


The entry of Spain into the OEEC has 
given new international significance to 
the problems of the Spanish economy. 
To assess the chances of their solution 


ingly invited Senor Olariaga, who ts a 
director of the Bank of Spain, head of the 
Spanish Bankers’ Association and Pro- 
fessor of Economics in the University of 





Madrid, to examine the causes of the 
Spanish inflation and the prospects for 
the success of the stabilization plan that 
accompanied the recent devaluation of 
the peseta.—EDITOR. 


it 1s necessary to consider how they are 
viewed by responsible Spaniards them- 
selves—precisely because their attitude 1s 
liable to differ widely from that of many 
outside observers. ‘The Banker accord- 


By LUIS OLARIAGA 


HE originating cause of inflation in Spain has not been, as in 

some other European countries, political pressure upon the 

Government to provide in various ways new purchasing power 

that caused demand for consumer goods to outrun supply— 
political pressure from a powerful labour force that showed little respect 
for the operation of the system of private enterprise. The inflation in 
Spain has rather been the inevitable effect of the sheer need to reconstruct 
the economy of a country destroyed by a civil war and to carry out this 
reconstruction with insufficient capital resources and without external aid. 
Thus it cannot be regarded as an error of doctrine or of the administrative 
system, but as an attempt to find a solution, more or less precarious, but 
inevitable, to a vital problem that any other European country, after 
World War II, would have tackled in a similar manner had it not promptly 
received abundant American capital. This is no idle assertion; it is a 
consideration to be kept in mind if one is to endeavour to judge the Spanish 
inflation by fair and appropriate standards. 

The principal inflation naturally occurred in the years following the 
Civil War (1940-50) as a result of the profound disorganization of the 
nation’s production and the expatriation by the Republican governments of all 
its gold, nearly all its silver and the greater part of all property that might 
have brought in foreign exchange to finance the import of supplies essential 
for reconstruction. After considerable effort the authorities were able 
gradually to check the rate of inflation; and in the years 1953-54 good 
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agricultural crops even allowed prices to reach an approximate, if temporary, 
stability and permitted the initiation of a more liberal policy in domestic 
trade, with a view to the gradual extension of liberalization to foreign trade. 

It was hardly reasonable, however, to expect Spain to continue to confine 
herself to a slow and insufficient reconstruction when she saw other 
countries, with the aid of foreign capital, modernizing their productive 
equipment and improving their people’s standard of living and, when, 
moreover, the social aims of the Spanish Government required a policy to 
improve the lot of the humbler classes of the community. In due course, 
therefore, more comprehensive programmes were developed, including 
those for full employment, for raising the level of consumption and for 
carrying out the industrialization required for the attainment of these 
objectives. In these circumstances excessive optimism was, perhaps, 
attached to what the belated and limited—though very useful—American 
aid might do. 

It was after this aid was forthcoming, in 1954, that the process of inflation 
in Spain acquired real momentum, as the investment plans that had been 
prepared were set in motion and carried out. It should be emphasized 


TABLE I 
US AID TO SPAIN, 1954-58 
US $ mns 
Aid for defence is ns = és 9 sa 338.6 
Sales of agricultural surpluses 272.2 
Donation of above through the “American National ‘Catholic 
Welfare Conference 117.0 
Sales of wheat arranged in 1954 by the Department of Defence 20.0 
Export-Import Bank credits - > rf .. 109.5 
Total .. ba i is “ieee 


——— 


that from the outset the Americans adopted all precautions within their 
power to avoid contributing to the inflation. The most obvious evidence 
of this is to be found in the fact that they postponed the release of the 
peseta counterpart of the goods they supplied; of the 26,979 million pesetas 
to which the peseta proceeds amounted by June 30, 1959, only 15,521 
millions had been applied; proceeds totalling 11,458 millions have not yet 
been applied. But while this policy exerted some deflationary effect, that 
was obscured by the general tide of inflation. The aid consisted mainly 
of food and raw materials, but also included agricultural tractors, equip- 
ment for certain electricity plants and for the mining and chemical industries, 
and financial assistance for certain railway electrification. The total of all 
forms of American aid, shown in Table I, represented over 20 per cent of 
Spain’s total imports during the five years. 

This aid, even if it did not directly provide the supplies required for 
effecting large capital programmes, made it possible for Spain to import 
other equipment of this character. ‘Thus the aid became the means of 
accelerating the country’s industrial development and so can be said to 
have contributed to the inflation—though by no desire of the Americans. 
The only direct inflationary effect for which the aid can be blamed arose 
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from the associated defence projects: the higher wages paid to attract 
Spanish farm workers to the construction of American military bases 
accentuated the exodus of farm labourers and raised agricultural costs; 
but this American influence was small when compared to that exerted by 
the Spanish Government’s own policy of industrialization. 

The principal key to inflation in Spain is thus to be found in excessive 
investment, if due account is taken of the limited voluntary savings of the 
nation. ‘The pace for this investment was set by the public sector, as was 
to be expected in conditions of inadequacy of productive resources and 
shortages of supplies, in which the State had to control food and raw 
material distribution at home and itself arrange procurement of essential 
imported supplies, besides having to rebuild or enlarge power stations, 
irrigation works, transport and communications and other indispensable 
work that could not be left to private enterprise. ‘The private sector could 
participate in the expansionary development only in the sphere freely left 
to it—and to the extent to which it could rely on obtaining materials and 
financial resources in an economic system under State supervision. 

The origin and size of the large-scale investment that gave rise to excessive 
creation of money must thus be sought in the realm of public expenditure. 
Evidence of this is to be found in the distribution of capital issues between 
the public and the private sectors, during the five-year period under review. 


TABLE II 
NEW CAPITAL ISSUES 
(Million pesetas) 


Years Public Sector Private Sector 
1954 a - ad 10,125 .3 oe 7,379.1 
1955 ss a aa 16,724.8 7” 8,852.9 
1956 a a - 19,993 .9 13,345.0 
1957 si - 7 11,465.7 re 19,533.1 
1958 - = - 8,097.6 ee 18,519.3 


Issues by the private sector lagged behind the expanding issues for the 
public sector and, indeed, did not reach their maximum until after the 
continuously rising demands of the State were being more substantially 
met from tax resources or direct credits from the Bank of Spain, thus 
relieving the capital market. 

In the industrial sphere, the principal agencies for this public investment 
were the National Institute for Industry (INI) and the National Railways 
(RENFE). The INI is a self-governing State institution, created for the 
purpose of aiding the establishment or operation of industries in the national 
interest. ‘The RENFE is an institution with a similar legal status, set up 
to run the larger railways; it has been replacing and modernizing the fixed 
capital and rolling stock of the railway services. In addition, important 
investment projects have been carried out by the Government or by public 
agencies for a wide range of other purposes, such as colonization works, 
agricultural improvements, housing schemes, irrigation works, road and 
port construction, etc; the greater part of the cost of these has been charged 


to normal budgetary resources. 
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The increase in purchasing power during these five years of expansion, 
together with the associated rises in prices, can be seen from the progression 
in Table III. The fact that the total means of payment have expanded 
significantly faster than the circulation of notes and coins might seem to 
suggest that the Spanish deposit banks have voluntarily created a large 
amount of credit to meet the demands of their private clients. This 
supposition led the OEEC experts, in their 1958 report on Spain’s economic 
situation, to express concern about the apparent excesses of the private 
banks in this regard; but in fact these banks are also used by public insti- 
tutions, and if the borrowings of those institutions were excluded, the 
banks’ creation of credit for the private sector would not appear abnormal.* 

The rise in prices naturally cannot be wholly attributed to the increase 
in demand caused by the investment outlays; notable among other factors 
has been the increase in costs resulting from the general rise in wages in 
recent years. However, the most constant and marked factor has un- 
doubtedly been the volume of investment. 

Much of this has been productive investment that has borne fruit in a 
considerable development, notably in the industrial sphere. By 1958, as 
Table IV shows, industrial production was 45 per cent above its 1953-54 
level. Agricultural output, however, rose more slowly. This lack of 


TABLE III 
MONEY SUPPLY AND PRICES, 1954-58 
(Million pesetas) 


Circulation Total Wholesale Price 
Years of Notes Means of Index: Monthly 

and Coin Paymentt Average 

(1940= 100) 

1954 - ‘a - 39,439 .4 102,944.3 459.8 
1955 - ois va 42,933.5 118,186.3 477.7 
1956 - a i~ 51,161.8 141,729.7 521.3 
1957 - + rv 61,709.8 165,658.8 608 . 4 
1958 - - 67,994 .4 189,719.4 668.2 


t Sight deposits, notes and coin. 


balance, together with the increased demand created by industrial invest- 
ment, gave rise to the most serious and decisive phenomenon of the inflation 
—the adverse balance of payments. ‘This involved difficulty in the import 
of raw materials and machinery for the new branches of production. 
When the Government was reformed in 1956 and Sr Navarro Rubio took 
over the Ministry of Finance, he introduced a change in financial policy, 
supported—theoretically at first—by the Minister of Trade, Sr Ullastres. 
In 1957 he resolutely embarked upon a reorganization of the public finances, 
improving the State’s revenues and balancing the budget, and restraining 
the expansion of credit, both public and private. 


* The OEEC report showed that in each year the commercial banks’ net financing of the 
private sector far exceeded that of the public sector, emphasizing that a large part of the 
government paper initially taken up by the banks was offloaded by borrowings against it at 
the Bank of Spain as the means of supporting the rapid expansion of deposits (apart from the 
increases shown in Table III, there has been a large expansion of time deposits). Senor 
Olariaga disputes the OEEC classification, saying that it had not been made clear to the 
OQEEC experts how far the credits were for account of government industrial concerns.— 
EDITOR. 
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The effects of this policy upon the public finances can be seen from 
Table V. This embraces not only ordinary Government expenditure but 
also the capital outlay of the Government and of the self-governing public 
enterprises. For the coming year, 1960, the total of public expenditure is 
to be limited to a maximum of 80,000 million pesetas. At the same time 
considerable increases in revenue can be relied upon owing to the higher 
prices fixed for articles under State monopoly—such as tobacco and petrol 
—and the increased rail transport charges, as well as the reforms that have 


TABLE IV 
TREND OF PRODUCTION 


(1953-54=100) 
Index of Total 


Years Agriculture Fisheries Mining Industry Production 
1956 as 105.6 116.6 117.2 123.2 112.3 
1957 ba 109.8 119.7 126.1 134.2 120.3 
1958 a 109.6 119.7 127.2 145.2 125.6 


been effected in the administration of certain taxes. Accordingly, new 
issues of public debt may cease—or should at least be reduced to an amount 
that can be readily absorbed by voluntary savings. 

The credit policy of the Minister of Finance has also been very circumspect 
since 1958; and the Bank of Spain has been systematically restraining all 
credit expansion, both public and private. One of the sources of credit 
inflation has been the right of holders of public debt to borrow against it 
at the central bank. The Medium and Long-term Credit Act of 1958 
accordingly provided for the issue of a new type of government paper, 
known as investment bonds, against which the deposit banks have no right 
to obtain credits from the Bank of Spain, except on the authorization of 
the Ministry of Finance. 


TABLE V 
FINANCING OF PUBLIC EXPENDITURE 


(Thousand million pesetas) 


1957 1958 1959 

Total expenditure - i sah 66.9 74.0 80.0 
Budget receipts .. - - ‘4 44.1 55.7 66.6 
Deficit to be financed es ‘a 22.8 18.3 13.4 
Partial Counterpart of American aid .. 3.0 3.4 4.0 
Capital market... 7 és os 19.8 17.1 9.4 


Finally, last June, after laborious studies carried out by joint Spanish 
experts and those of the International Monetary Fund and the OEEC to 
establish the conditions for Spain’s entry into both institutions and to 
assess the external financial aid that would have to be granted her, the 
Government accepted a stabilization plan embodying the following principal 
commitments: (1) To raise certain taxes so as to ensure an annual increase 
of total public revenue by fully 10 per cent; (2) to restrict total public 
expenditure so that in 1960 it does not so exceed revenue as to give rise 
to inflation; (3) to fix a ceiling to the volume of bank credit; (4) not to issue 
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public securities carrying an automatic right to serve as security for credits 
from the Bank of Spain; (5) to introduce flexibility into the Bank of Spain’s 
interest rates to enable them to serve as an instrument of monetary policy; 
(6) to curtail the Government’s intervention in various sectors of the 
economy; (7) to do away with the rigidities emanating from the labour 
legislation and with the restrictions on competition; (8) to abolish the 
premiums and other charges attaching to the rate of exchange and to establish 
a new parity of the peseta in agreement with the International Monetary 
Fund; (9) gradually to remove restrictions on imports, liberalizing the 
greater part of imports of food and raw materials by private enterprise and 
of certain capital goods—this liberalization to amount to 450-500 million 
dollars in 1959-60; and (10) to pass legislation to permit and encourage 
investment of foreign capital in Spain. 

The external aid that has been made available to the Spanish Govern- 
ment to enable it to embark on the stabilization plan totals some $418 
millions, comprising $75 millions from the IMF, $100 millions from the 
OEEC, $130 millions from US Government agencies, $68 millions from 
private American banks and $45 millions from the consolidation of bilateral 
debts with various countries. 

There cannot be any doubt about the Spanish Government’s fulfilling 
its commitments. <A few days after it accepted its obligations to the OEEC 
and the IMF, it reduced the parity of the peseta to 0.0148112 grammes of 
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gold per peseta, or from 42 pesetas to 60 pesetas per $1; announced that 
Spaniards might freely hold foreign exchange; declared freedom of import 
on goods agreed with the OEEC; authorized the Minister of Finance to limit 
bank credits and to propose modifications in the prices of goods such as 
petrol and tobacco, the sales of which are under State monopoly, and 
increases in the prices of certain public services and tariffs, and the reduc- 
tion of taxes on foreign capital; and authorized the Minister of Trade to 
propose the convertibility of the peseta in the cases and conditions he 
might consider appropriate. These two ministers immediately began 
issuing the necessary regulations. These included an increase last August 
in the discount rate of the Bank of Spain from 5 per cent to 6} per cent. 

The first reaction occurred in the balance of payments and was clearly 
favourable. ‘The new exchange rate has stimulated exports, encouraged 
the delivery to the central bank of foreign exchange that had previously 
been held back and brought about an avalanche of purchases of pesetas 
by foreign tourists. 

On the other hand, it is feared in some quarters that the rise in prices 
of some of the goods or services under State monopoly—particularly liquid 
fuel and transport—might raise the general cost of living and that the 
abolition of various kinds of export subsidies and the restrictions of bank 
credits might lead to some increase in unemployment. ‘These fears have 
naturally been exaggerated by the interests threatened by a curtailment of 
business expansion. However, they point to the two types of difficulties 
that may arise during the process of readjusting prices, incomes and costs. 

These difficulties prompt two questions about the success of the stabi- 
lization plan: the strength of the Government’s determination to curb 
inflation, and the speed and size of the inflow of foreign capital into Spain. 
It is to be hoped that the Government’s determination is now beyond 
doubt. The second question is also difficult but there are good grounds 
for feeling optimistic. It is believed that a considerable number of foreign 
firms are planning to invest in the country, and they should be encouraged 
to do so by the Law of July 26, which allows a percentage of foreign capital 
participation in Spanish firms—even exceeding 50 per cent in certain cases 
—and provides legal guarantees that the capital invested may be transferred 
abroad. 

Two fundamental benefits may be expected from this linking of private 
foreign capital with Spanish industry: the help that the contribution of 
foreign exchange brings to the balance of payments and the possibilities for 
modernizing equipment and methods that it offers to an industry which, 
in the face of Europe’s economic integration, has to reduce its costs. It 
must be recalled in this context that Spain’s foreign exchange resources 
have been very precarious and that she has not been able to modernize 
her productive equipment to the extent required by her desire for progress. 
Thus the alliance of Spanish firms with the capital and techniques of other 
countries should bear good fruit. The extent of this alliance will be one 
of the most important factors shaping Spain’s economic future. 
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AMERICAN REVIEW 





HE strikingly successful issue of 

$2,200 millions of ‘Treasury 5 per 

cent notes (the first appearance 
of such a high rating coupon in thirty 
years) has been a major topic of debate 
in American financial quarters over the 
past month. Faced with the need for 
about $4,000 millions of cash, and with 
its zone of operations limited rigidly 
by the refusal of Congress to raise the 
41 per cent interest rate “ ceiling ’’ for 
issues of more than five years’ maturity, 
the Treasury decided last month to 
raise half the sum needed in tax antici- 
pation bills maturing in June, 1960, 
and the balance in 5 per cent notes 
with a life of four years and ten months 
to mid-August, 1964. 

The operation exposed the utter 
futility of the 4} per cent interest rate 
ceiling since, in contrast with yields 
ranging from 4.93 per cent on three- 
year bonds to 4.87 per cent on five-year 
maturities, the yield on ten-year bonds 
was below 4.70 per cent and that on 
the 24 per cents of 1962-67, about 4.40 
per cent. Without the ceiling the 
Treasury could probably have accom- 
plished its aim of appreciably extending 
the average life of the debt, while 
offering a rate below 5 per cent. 

In the event, however, the issue 
provided a salutary rebuff to the school 
of thought that has for long been pro- 
claiming the “ inelasticity of the bond 
market’ and contending that this in- 
elasticity would prevail at almost any 
coupon rate within the bounds of prac- 
ticability. So successful were these 
““magic fives’’ that subscriptions totalled 
more than $11,000 millions. The offer 
was subsequently extended to $2,200 
millions, and while the small investor 
was encouraged, commercial bank appli- 
cations were severely scaled down when 


allotments were made. Other savings 
institutions, though securing preferen- 
tial treatment, got less than half the 
amount applied for. The final test was 
passed successfully when the new notes 
rapidly established a premium and when 
the bond market took on an altogether 
firmer appearance. 

More than 130,000 applications were 
received for the notes, of which more 
than 100,000 were non-institutional, so 
that the Treasury certainly succeeded 
in making a, perhaps unprecedentedly, 
broad appeal. The operation, however, 
has been followed by rather unhappy 
cries from savings institutions, which 
found that several hundred million 
dollars were withdrawn to take up the 
new notes. Its influence has also been 
felt at both ends of the Treasury bond 
market: commercial banks have been 
inclined to hold their portion of the 
new notes and to ditch near-term 
maturities, while longer-term issues 
have proved vulnerable to the appeal 
of the more attractive income obtain- 
able on the new fives. It was also 
apparent, of course, that some part of 
the heavy oversubscription did not 
reflect real investment demand. 


Deadlock in Steel 


So far as it goes, however, the opera- 
tion has been highly encouraging to 
those who believe that the present state 
of the American economy calls for some 
credit restraint, a watchful eye on 
Government finances, and a willingness 
to restore longer-term confidence in 
the bond market by a due recognition 
that the “‘ market rate’? must be met. 
It is thought that the Treasury will 
maintain a broadly similar pattern in its 
November financing programme. Cash 
needs are then put at between $2,000 
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millions and $3,000 millions. The 
Treasury will also be in the market for 
so far unspecified amounts next Janu- 
ary, though since present budget esti- 
mates still indicate a nominal surplus 
over the fiscal year to June 30 next, 
cash needs from January onwards will 
be substantially lower than in July- 
December of this year. 

Meanwhile, the wage deadlock in the 
steel industry has continued. The 
stoppage had a relatively modest im- 
pact on the overall level of industrial 
production in September; the Federal 
Reserve Board’s index of production 
(based on 1947-49) fell by no more 
than a point from August’s level of 149. 


The decline from the June peak, how- 
ever, has been as much as 7 points and 
October’s return is now certain to show 
a further setback, perhaps to below 145. 
In mid-October—and with great re- 
luctance—the President moved to secure 
an injunction that would enforce the 
return of the steelworkers despite the 
absence of agreement with the em- 
ployers. Although the resumption of 
work in this key sector would un- 
doubtedly give a boost to the economy, 
the length of the struggle (fourteen 
weeks) and the threat of a further stop- 
page have left American industry in 
decidedly more sober mood than seemed 
likely a short while ago. 


American Economic Indicators 








1958 1959 
1956 1957 1958 
Dec July Aug. Sept. 
Production and Business: 

*Industrial production (1947-49 = 100) 143 143 134 142 153 149 = 148 

*Gross private investment (billion $).. 5.9 64.4 544 — = 69.0 — 

*New plant and equipment aon m.. 35.1 37.0 305 — -— 34.3 — 

*Construction (billion 46.1 47.3 49.0 53.7 55.9 55.0 53.0 
Housing starts (000 units) 93.2 86.8 100.8 91.0 128.8 129.0 120.4 

*Business sales (billion $) 54.8 56.3 54.0 57.4 61.7 595 — 

*Business stocks (billion $) ; 89.1 90.7 85.2 85.2 89.8 894 — 
Merchandise exports (million $) 1,591 1,738 1,448 1,514 1,469 1,397 — 
Merchandise imports (million $) 1,051 1,082 1,069 1,253 1,248 1,199 — 

Employment and Wages: 

*Non-farm employment (million) 51.9 52.2 50.5 50.8 52.6 52.0 52.0 
Unemployment (000s) _— a 4,681 4,108 3,744 3,426 3,230 
Unemployment as % labour force 4.2 4.3 6.8 6.0 5.2 4.8 4.6 
Hourly earnings (mfg) ($) 1.98 2.07 2.13 2.19 2.23 2.19 2.21 
Weekly earnings (mfg) ($) 79.99 82.39 83.71 88.26 89.65 88.70 89.28 

seen High 442 442 407 
Moody commodity (1931 =100) { — 2 = ee ae ae 
Farm products (1947-49 = 100) 88.4 90.9 94.9 90.7 88.4 87.1 88.9 
Industrial (1947-49=100) 112.2 125.6 126.0 127.2 128.4 128.4 128.4 
Consumers’ index (1947-49 = 100) 116.2 120.2 123.5 123.7 124.9 1248 — 

Credit and Finance: 
Bank loans (billion $) . 90.3 93.9 98.0 98.0 105.8 107.4 107.8 
Bank investments (billion $) . 74.8 76.2 86.6 86.6 81.7 80.8 79.9 
Bank loans (partial) (billion $) 31.3 31.8 30.8 31.4 28.6 29.0 29.5 
Consumer credit (billion $) 420 448 45.1 45.1 47.3 47.9 — 
Treasury bill rate (%).. 2.66 3.27 1.84 2.81 3.24 3.36 4.04 
US Govt Bonds rate (%) 3.08 3.47 3.43 3.80 4.11 4.10 4.26 
Money supply (billion $) 226.4 232.3 247.5 247.5 247.6 247.3 248.4 


Federal cash budget (+ or —) (mill $) +5, 
US Treasury gold stock (mill $) 21 


NoteEs.—Starred items are _ seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 
1956-58 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1956-58. Business stocks, money 
supply, bank loans, consumer credit and 
gold stock show amounts outstanding at the 


524 + 1,194 -7,288 -7,133 —3,013 

,949 22,781 20,534 20,534 19, 636 19,525 19, 495 
end of the period. Moody’s commodity 
index shows high and low 1956-58, and 
end-month levels. Weekly bank loans are 
derived from partial returns only. Budget 
figures are cash totals. Quarterly figures are 
throughout shown in the middle month of 
the quarter. Treasury bill and bond rates 
are average for month or year. 
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These are the territories served by THE CHARTERED BANK and its wholly- 
owned subsidiary, The Eastern Bank Limited, through a system of one hundred 
branches extending to most centres of commercial importance in the Middle 
East, South and South-East Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by expert knowledge and 
long experience of Eastern trade, finance and industry. An effective credit 
information service and skilled assistance and advice are available to United 
Kingdom merchants and manufacturers seeking new business connexions in 


Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter 1853) 
HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2. 


Offices in the United Kingdom at Birmingham, Manchester and Liverpool. Agencies at New York and Hamburg. 


THE EASTERN BANK LIMITED 
Head Office: 2 and 3 Crosby Square, London, E.C.3. 


ASSOCIATED BANKS: 
Allahabad Bank Ltd. (incorporated in India) The Irano British Bank (incorporated in iran) 
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INTERNATIONAL 
REVIEW 





ARGENTINA 


Foreign Investment—The Govern- 
ment announced its approval in mid- 
September of a new list of important 
investments to be made in the country 
by industrial firms of international 
repute to a total value of $80 millions. 
Among them is a $21 million project by 


Royal Dutch Shell. 


Railway Re-equipment— The Secre- 
tary of State for Transport has confirmed 
the Government’s decision to rehabili- 
tate the country’s railway system at a 
cost of 150,000 million pesos (about 
£660 millions at the current official rate 
of exchange). The railways’ deficit has 
been one of the major causes of budgetary 
weakness; receipts in recent years have 
covered only about half of outgoings. 


Strike’s Failure—The Government’s 
stability is said to have been materially 
strengthened by the failure of the 48 
hours’ general strike called by workers’ 
organizations late in September. ‘The 
Minister for Economy has since appealed 
to managements to spare no effort to 
negotiate settlements of all genuine 
labour claims outstanding. 


BOLSA Acquisition—Gath and Chaves, 
the subsidiary of Harrods (Buenos Aires), 
has disposed of part of its Buenos Aires 
properties to the Bank of London and 
South America. 


AUSTRALIA 


Inadequate Reserves— The ‘Tariff 
Board has pointed out in its annual 
report to Parliament that international 
reserves are neither high enough nor 
stable enough. The quickening of the 
capital inflow had offset the fall in export 
receipts during the past year, but it 
could not be counted upon to continue 
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at a sufficient rate to permit a further 
increase in imports. Moreover, addi- 
tional foreign capital could not be ob- 
tained without mounting service pay- 
ments. 


Foreign Capital—Concern over the 
impact of increasing foreign investment 
is being reported in business circles— 
9 per cent of total funds from investment 
came from abroad in the year to June 30 
last, compared with only 5 per cent two 
years earlier. ‘The Prime Minister has 
announced that he is discussing with the 
Treasury the possibility of holding an 
inquiry into the whole matter. He has 
emphasized that normally applications 
for the repatriation of capital owned by 
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foreigners are readily granted. Mr 
McEwen, the Trade Minister, has de- 
scribed as regrettable the practice adopted 
by some overseas concerns of restrict- 
ing exports by their Australian sub- 
sidiaries to certain markets. 

A survey of the country’s capital 
accounts in the year to mid-1958 shows 
that the United Kingdom contributed 
some 60 per cent of net investment, 
amounting to £A99 millions. America’s 
share was about 26 per cent, but nearly 
all this represented the ploughing back 
of the earnings of earlier investments. 


UK Imports—The United Kingdom’s 
share of imports into the country further 
declined in the financial year 1958-59 to 
384 per cent from 41 per cent in 1957-58. 


Bank’s Expansion—The Australia and 
New Zealand Bank has announced that 
the operations of its savings bank sub- 
sidiary are to be extended to all branches 
and agencies of the parent bank in South 
Australia and Tasmania. So far they 
have been restricted to the other states of 
the Commonwealth. 


Further Borrowing — The Federal 
Treasurer, Mr Holt, has stated that the 
Government would again raise £A30 
millions in overseas loans during the 
year to June 30, 1960. He emphasized, 
however, that borrowing abroad would 
become more difficult in future because 
sO many countries were competing for 
the limited amount of money becoming 
available in the international bond 
market. 


AUSTRIA 


Institute’s Optimism—The quarterly 
report of the Institute of Economic 
Affairs points out that economic re- 
expansion has accelerated since the 
spring. Most sectors of the economy, 
especially tourism and building, have 
achieved better results than a _ year 
earlier. 


Budget Differences—The determina- 
tion of the Finance Minister, Dr M. 
Kamitz, to keep expenditure under the 
new budget within a limit of 42,000 
million schillings has led to clashes 
within the Government. The Socialist 
members of the Coalition have com- 
plained that the Miuinister’s proposals 
mean that improvements in the social 
services promised in the joint pro- 
gramme will be impossible. 


World Bank Loan—The World Bank 
has approved a loan of $9 millions to 


the Austrian Investment Credit Cor- 
poration, which provides industrial con- 
cerns with development finance. 


BELGIUM 


Loan Success—Subscriptions to the 
new Government loan launched towards 
the end of September amounted to 
8,166 million francs during the first ten 
days. The loan, for which the authori- 
ties fixed no ceiling, had been expected 
to bring in a total of 6,500 million francs. 


BRAZIL 


Trade Study—A committee headed by 
the Finance Minister has been formed 
to study ways of promoting the coun- 
try’s foreign trade. One of its main 
tasks will be to investigate the possi- 
bility of establishing closer links with 
Eastern bloc countries and in particular 
obtaining capital goods from such coun- 
tries under deferred payments arrange- 
ments. 

The Minister of Finance also has 
promised further exchange measures to 
help exporters to compete more effec- 
tively in markets abroad. He recently 
pointed out that, thanks to improved 
exports and further foreign investment, 
the country had been able to cover all 
her foreign exchange commitments. 


IFC Loan—The International Finance 
Corporation has invested $1 million in 
a pulp mill project in collaboration with 
certain American institutions. Alto- 
gether approximately $3 millions is 
being invested. 


BRITISH GUIANA 


Loan Success— The Government’s 
6 per cent loan issue for $(WI)6 millions 
was fully subscribed, about a third of 
the money being provided by the Eastern 
Caribbean Currency Board. 


BURMA 


Foreign Investment—The Govern- 
ment has obtained Parliamentary ap- 
proval for a bill designed to encourage 
foreign investment by promising it 
immunity from nationalization for at 
least ten years and other benefits. 


CENTRAL AFRICAN 
FEDERATION 
Trade Talks—FExploratory talks be- 
tween officials of the Federation and 
South Africa were held during October 
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on a possible new trade agreement to 
come into effect when the present one 
expires in July, 1960. 


CEYLON 


New Premier—The Government has 
been re-formed under the leadership of 
Mr Dahanayake, the former Minister of 
Education, following the assassination of 
Mr Bandaranaike, the Prime Miunister, 
towards the end of September. Mr 
Stanley de Zoysa will continue to hold 
the post of Minister of Finance. Shortly 
before his death Mr Bandaranaike had 
given plantation interests a pledge not 
to nationalize their properties for at 
least ten years. 


COMMON MARKET 


German Banks’ Plea—The West Ger- 
man Association of Commercial Banks 
has called in its annual report for the 
removal of all restrictions on capital 
transfers between the common market 
countries. ‘The report turned down sug- 
gestions that because the reserves of 
some countries in the group could be 
held to be insufficient to permit capital 
movements through the official exchange 
market, a parallel unofficial market 
should be established for this purpose. 


CUBA 


Imports Surcharge—The Government 
has placed heavy surcharges on imports 
in order to reduce pressure on the 
country’s foreign exchange reserves, the 
highest imposts being on luxury items. 
The multiple currency system thus 
established has been sanctioned by the 
IMF on the understanding that it is 
“a temporary programme ”’ 


FRANCE 


Budget Plans—The final draft of the 
budget for 1960 was published at the 
beginning of October. It provides for 
an overall deficit of the same amount as 
in 1959—Frs 600,000 millions. The 
Finance Minister has thus successfully 
resisted pressure from other members 
of the Government for increases in 
departmental outlays that would have 
had the effect of substantially increasing 
the gap. In order to limit the loss of 
revenue that would result from the appli- 
cation of the fiscal reforms worked out 
by M. d’Estaing earlier in the year, the 
implementation of the major part of the 
proposals is being postponed. For the 
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purpose of compiling the estimates the 
Finance Ministry has allowed for a 5 per 
cent rise in production in 1960 and a 
44 per cent increase in consumption. 
Prices are expected to remain stable. 


British Participation—A new invest- 
ment trust is being formed by a group 
of European and British banking and 
investment houses to invest exclusively 
in French securities. It will have a 
capital of 2,200 million old francs and 
will restrict its portfolio to first-class 
industrial shares. The rate of investment 
in the country by UK interests is 
claimed to be rising, a number of British 
industrial concerns having taken steps 
to establish themselves in France as a 
convenient way of getting a foothold in 
the common market. 


Wool Credit Renewed—The revolving 
credit for financing wool purchases first 
obtained from a British banking syndi- 
cate headed by Lazard Brothers many 
years ago was renewed in October for a 
further twelve months. ‘The credit is 
for £6 millions, but this may be in- 
creased by a further £4 millions at the 
height of the wool-buying season. 


GERMANY 


Export Insurance Fund—Plans for 
operating the £170 millions fund set up 
in the 1959 budget for assisting the 
advancement of the under-developed 
areas have been announced. One of its 
main functions will be to _ provide 
guarantees for German companies build- 
ing up subsidiaries abroad. In return 
for an annual premium of between 1 per 
cent and 1.5 per cent of the sum in- 
volved, it will insure them against losses 
arising from nationalization, expropria- 
tion in other forms, war, revolution, 
moratoria and the impossibility of trans- 
ferring money. ‘The new fund will also 
insure private credits with exceptionally 
long repayment terms’ granted to 
foreigners purchasing German capital 
goods. 


GHANA 


Smelter Project—The Prime Minister, 
Dr Nkrumah, has asked Mr Edgar 
Kaiser, president of the American Kaiser 
Industries group, to take the initiative 
in forming a consortium of aluminium 
companies to build a smelter at ‘Tema 
in connection with the promotion of the 
long-discussed Volta River aluminium 
project. The Ghana Government in- 
tends to proceed as quickly as possible 





AUSTRALIA|country, continent... a world of opportunity 


For Melbourne’s new 
£3million bridge, paper- 
board moulds 24 feet 
long are being used to 
cast the 60 massive steel 
and concrete columns. 
Foundations for these 
columns go as deep as 
180 feet. The picture 
below shows a mould 
being stripped away. 





AUSTRALIA PUTS PROGRESS TO PAPER 


Paper production in Australia has almost doubled in less than 7 years. It is a 
vigorous industry—as is testified by the £A2o million shareholders’ funds 
which have been invested since 1945. Such large-scale expansion is evident 
throughout the country. Current projects will incur £A14 million expenditure 
on new mills and plants, and a new £A5 million paperboard mill commenced 
production last year. Australia is confident of a continuing expansion in her 
industries. In such ventures she values her long-established partnership with 
Britain. During the last decade, Australians have attracted {A8o0o million 
from British, American and European investors. Australia is devoting 25 % of 
her gross national product to investment in fixed capital. 

Representatives of the Australian Government in the United Kingdom will 
be glad to provide information about opportunities in trade, investment and 
migration. Further information can be obtained at Australia House and at the 
Offices of Agents General for the Australian States. 
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with the construction of the dam and 
power installation on the Volta. Mr 
Kaiser is said to have expressed the 
hope that he would be able to give a 
definite answer before the end of the 
year. 


London Banking Link—The Ghana 
Commercial Bank has opened its first 
overseas branch—in Cheapside, London. 
The branch will play a large part in 
taking care of the London funds of 
Ghana organizations. 


GREECE 


Common Market Talks—Negotiations 
about associating the country with the 
European common market are said to 
have reached an advanced stage. The 
intention, apparently, is that the link 
should take the form of a customs union 
with a number of classes of goods tem- 
porarily excluded. 


German Loan—An agreement has been 
signed with Western Germany whereby 
the German Government will guarantee 
a £17 millions loan to Greece and pro- 
vide her with additional credit facilities 
of £8.5 millions from counterpart funds. 
The money, which will be earmarked 
for financing development, is repayable 
in 20 years and bears interest at 6 per 
cent. 


INDIA 


Russian Credits—An agreement has 
been concluded with the Soviet Union 
under which the Russians will provide 
India with credit facilities to the value 
of 1,500 million roubles (£135 millions 
at the official rate of exchange) for pro- 
moting her development programme. 
Mr B. K. Nehru, Commissioner-General 
for Economic Affairs, has said that the 
loan will make it possible “‘ to begin the 
practical realization of industrialization 
plans ”’. 


Import Quotas—Offcial import ar- 
rangements for the six months to 
March 31, 1960, provide for total pur- 
chases abroad of Rs 4,160 millions, the 
same amount as in the preceding six 
months. Increases in quotas for raw 
materials and certain manufactured goods 
are counter-balanced by reductions else- 
where. 


INDONESIA 


Note Withdrawal—In order to speed 
up the disappearance of the rupiah notes, 
which lost 90 per cent of their face value 
at the time of the devaluation in August, 
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the Government has announced that all 
such notes will be withdrawn from cir- 
culation at the beginning of 1960. 


IRAQ 


Industrialization Drive—The Govern- 
ment’s campaign to strengthen the par- 
ticipation of private domestic capital in 
the development of new industries is 
stated to be achieving results. A com- 
pany known as Iraq Light Industries 
has been formed and some of its shares 
are to be offered for public subscription 
during November. The Iraq Industrial 
Bank has subscribed 25 per cent of the 
money. 


ITALY 


Power Plant Loan—The World Bank 
has made a loan of $40 millions to Italy 
for financing the construction of a 
nuclear power plant. 


Bank’s Swiss Branch—A new Italian 
bank, the Tiec AG of Zurich, has com- 
menced operations in Switzerland. It 
is owned by the Banca Nazionale del 
Lavoro. Its main work will be providing 
assistance to Italian companies operating 
outside Italy. 


JAPAN 


Tighter Credit—Concern about the 
danger of the economy becoming over- 
stretched by the fast pace of economic 
re-expansion—over the first eight months 
of the year the rise in industrial produc- 
tion was exceeding most predictions— 
has induced the Government to tighten 
bank credit. ‘The method adopted is to 
apply the reserve deposit system formu- 
lated in 1957 but not previously used. 
Banks with deposits of the equivalent of 
more than £20 millions have been told 
to make reserves equal to 14 per cent of 
demand deposits and 4 per cent of time 
deposits; and banks with deposits total- 
ling less than £20 millions reserves equal 
to ? per cent of demand deposits and 
4 per cent of time deposits. The Finance 
Minister, Mr Sato, has stated that the 
authorities are not aiming at the enforce- 
ment of a tight money policy but only 
at taking preventative action against 
** anticipated excesses ”’. 


Shipbuilding Slump—While economic 
activity generally is expanding rapidly 
the shipbuilding industry, which ac- 
counts for a sizeable part of the country’s 
total production, is said to be moving 








Plain talk about 
data processing 


From the time the first man stood on his hind 
legs and counted on his fingers, he has been 
using the best data processing system of all, 
the one in his cranium. He stored up his 
information and, when he was faced with a 
problem, he consulted his records and used 
them to decide on the right course of action. 
As his affairs grew more complicated and he 
turned into a business man, he tried very hard 
to predict things to come. But the cold truth 
is, as he discovered when his crystal fogged 
over, the only real way to predict the future 
is to reconstruct the past and to study it in 
relation to present facts and future trends. 
Facts and figures are needed in 
accessible form, and that’s what 
modern data processing does 
for him. It also takes a great 
load of drudgery off his shoulders 
(and the shoulders of his staff). 


INTERNATIONAL COMPUTERS AND TABULATORS LTD 
Nead Office: 149 Park Lane, London, W.1 Hyde Park 8080. Offices throughout the U.K. and overseas 


696 


oes e986 














Plain talk about I-C-T 


You do not have to be a big business to 
use I-C-T data processing equipment. 
The range is so wide — computers, elec- 
tronic calculators, punched cards — that 
it is being used in businesses of all sizes, 
from huge undertakings like British Rail- 
ways to small companies employing less 
than 20 people. 


I-C-T service begins with your enquiry. 
Alongside your own executives, I-C-T 
specialists will study your business to see 
if [-C-T data processing equipment will 
help you. If it will they'll give vou a de- 
tailed report of their recommendations 
and their economics, specifying equip- 
ment to meet your exact needs. [-C- 
trains your staff, and special courses 
ensure your executives gain the back- 
ground knowledge to make the equip- 
ment earn every penny of its keep. The 
same service sets the installation 
on its feet and is available to you 
throughout its life. 


This is I-C-T service using all 
the resources of Hollerith and 
Powers-Samas, two pioneers of 
data processing. 
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towards a depression. ‘The number of 
new orders received has fallen away 
sharply, while cancellations are in- 
creasing. 


MALAYA 


Rumours Scotched—The acting Fin- 
ance Minister, Dr ‘Teh, has firmly denied 
rumours that the recent devaluation of 
the Indonesian rupiah would lead to a 
cut in the value of the Malayan dollar. 
He pointed out that currency was issued 
through a board representing the govern- 
ments of five territories. Since the 
economic condition of each one of them 
was sound, there was no need to con- 
template an exchange rate adjustment, 
especially as confidence in the Malayan 
dollar abroad was high. Uneasiness 
about the dollar may be accounted for 
in some measure by the continued rise 
to record high levels in the amount of 
Malayan Currency Board money in cir- 
culation, though in official circles this is 
said merely to reflect the growth of 
economic activity and population. 


UK Loan—The British Government has 
agreed to make a loan of £2} millions to 
Malaya through the Export Credits 
Guarantee Department for financing 
development. It will be repayable in 
1969. 


NETHERLANDS 


Budget Concessions—The budget for 
1960 removes some of the difficulties 
standing in the way of company mergers 
and eases direct taxes on some sections 
of the population. 

Bank Participation—The ‘Twentsche 
Bank of Amsterdam has joined the 
companies participating in the Europe 
and Overseas Capital Investment Com- 
pany of Frankfurt, whose capital has 
been increased from DM 100,000 to 
DM 500,000. 


NEW ZEALAND 


Imports Prospect—Introducing the im- 
port licensing schedule for 1960 early in 
October, the Minister of Customs, Mr 
Boord, stated that the Government was 
planning to allow a much higher level of 
spending abroad than in 1959, following 
the improvement in the balance of pay- 
ments. He pointed out that the new 
schedule introduced features based on 
Australian practice that would bring 
much more flexibility to the system. 
It would permit the entry of new im- 
ports, and bring back the token licence 


system (dropped at the beginning of 
1958) and extend it to all countries. 
Previously it applied only to British 
goods. 

Payments Surplus—There was a sur- 
plus of £47 millions of external receipts 
over payments in the year to August 31, 
an improvement of some £87 millions 
on the previous twelve months despite 
the fact that the country has been bor- 
rowing on a much smaller scale abroad 


of late. Import outlays are sharply 
down, while exports show a marked 
increase. 


NIGERIA 


UK Participation—Both the Common- 
wealth Development Finance Company 
and the Colonial Development Corpora- 
tion of the United Kingdom are sub- 
scribing to the first capital issue by the 
Investment Company of Nigeria, the 
company that is being set up to en- 
courage industrial development by pro- 
viding capital and advice. The authorized 
capital of the company is to be £5 


millions, but the first issue will be 
limited to £1 million. 
PAKISTAN 


World Bank Loan—A credit of $10 
millions has been granted by the World 
Bank to help meet the foreign exchange 
cost of projects financed by the Pakistan 
Industrial Credit and Investment Cor- 
poration. 


Refinery Project—An agreement has 
been signed between the Government 
and a consortium of four British and 
American oil companies for setting up 
an oil refinery near Karachi capable of 
handling 1.5 million tons of crude oil 
annually. 


SOUTH AFRICA 


Economic Revival—The Minister for 
Economic Affairs, Dr Diederichs, has 
pointed out that overseas interest in the 
country’s investment potentialities has 
shown a marked revival during the past 
few months. ‘The increased inflow of 
foreign money, the revival of local 
interest in new industrial ventures and 
the fact that loans issued by the muni- 
cipalities had been over-subscribed were 
all indications that the country was 
emerging from the recent recession. 
Large-scale re-stocking could be ex- 
pected soon, industrial and commercial 
stocks having been gradually depleted, 
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and this would markedly quicken the 
pace of recovery. 

No sudden removal of import control 
was contemplated, he added. This re- 
luctance to proceed with the lifting 
of remaining restrictions on spending 
abroad has caused some disappointment 
in the business world. 


SWITZERLAND 


UK-Swiss Bank Link—Samuel Mon- 
tagu, the London banking house, has 
decided to broaden its interests in 
Switzerland by merging its Zurmont 
Bank subsidiary with the Neue Guyer- 
zeller Bank AG of Zurich. ‘The capital 
and reserves of the new institution, 
which will be known as Guyerzeller 
Zurmont Bank, will be SwFrs 7.5 mil- 
lions, making it one of the larger private 
Swiss banks. 


USSR 


Forty-Hour Week—Proposals drawn up 
by the legislative commissions of both 
chambers of the Supreme Soviet provide 


CORRESPONDENCE 


for a 40-hour week and holidays with 
pay for factory and office workers. They 
will be submitted to the Supreme Soviet 
for consideration after they have been 
*‘ widely discussed ”’ by the people. 


VENEZUELA 


Debts Repaid—The Government has 
ordered the National Comptroller’s Office 
to make available 1,178 million bolivars 
to settle all unpaid debts left by the 
Jiminez regime. Originally the debts 
amounted to some 5,000 million bolivars, 
but a substantial part of this sum had 
been disposed of before National Con- 
gress ordered further payments to be 
stopped pending an investigation early 
this year. 


YUGOSLAVIA 
Cover Extended—The UK _ Export 


Credits Guarantee Department has ex- 
tended the limit on insurance cover for 
capital goods going to Yugoslavia from 
three to five years.” 


Red Gold—its Challenge to the West 


Sir,—I was astonished to read in Dr 
Balogh’s article in your September issue 
that my recent article in Optima on the 
““Gold Policy of the Soviet Govern- 
ment” is supposed to contain factual 
material and explanations similar to 
those contained in two articles appearing 
in The Times on June 22 and 23. In 
fact I took a diametrically opposite line 
to The Times articles. ‘Their main thesis 
is that the reason for the Soviet Govern- 
ment’s reluctance to export gold is the 
high cost of gold production in Russia. 
My article does not even mention gold 
production costs, which fact does not 
prevent Dr Balogh from accusing me of 
‘“‘ failure . . . to appreciate what the cost 
of gold mining really means ”’. 


Equally strangely, Dr Balogh attri- 
butes to me estimates of the Russian gold 
output or gold reserve. Yet I have 
always kept strictly aloof from the 
pseudo-intellectual parlour game of try- 
ing to guess the Russian gold figures. 


Dr Balogh criticizes my suggestion 
that Western countries should not assist 
in the Russian policy of piling up a 
gold reserve by granting her loans. He 
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argues that, by burdening herself with 
interest charges, Russia would weaken 
her capacity to compete with us. But 
this argument has been used against 
borrowing since time immemorial. ‘The 
obvious answer is that if the loan is 
used for productive ends the debtor can 
well afford to pay the interest out of his 
increased earnings. If foreign credits 
enable Russia to accelerate the execution 
of her seven-year plan her increased 
exporting capacity would enable her to 
pay interest and would leave her with a 
substantial net benefit. 


It seems to me somewhat strange that, 
although Dr Balogh realizes that ‘‘ the 
Russian economic threat to Western 
Europe .. . is in the growing capacity 
of the Russian economy to produce 
manufactured goods’’, he is, never- 
theless, in favour of assisting in the 
growth of that capacity. Given the fact 
of Russia’s reluctance to part with gold, 
any credits are bound to increase her 


imports of equipment.—Yours faith- 
fully, 

PAUL EINZIG. 
October, 1959. London, EC4. 


APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Mr A. R. Milward, from 
Pall Mall Dist, has been appointed an 
assistant general manager on retirement of 
Mr D. A. J. Hewitson; Branch Securities 
Dept: Mr A. B. K. McLaren to be 
manager; Inspection Dept: Mr J. J. B. 
Taylor, from Windsor Inspection Dist, 
to be district inspector, Luton Inspection 
Dist, on retirement of Mr H. J. Neave; 
Mr N. F. Macdona, from Curzon St, 
to be district inspector, Windsor Inspec- 


tion Dist. Bournemouth, Income Tax Dept: 
Mr R. L. Shakeshaft, from Manchester, 
to be manager on retirement of Mr 


R. J. Driver. Ipswich, Income Tax Dept.: 
Mr N. S. Ballam to be manager. Man- 
chester, Income Tax Dept: Mr C. Ashton, 
from Ipswich, to be manager. Chief Foreign 
Branch: Mr F. G. Dyson to be chief foreign 
manager; Mr. F. W. Weir, Mr W. H. 
Siviter, Mr F. V. A. Nash, Mr E. Foster 
to be managers. Manchester Foreign Branch: 
Mr J. Cowham to be manager. London— 
Curzon St: Mr C. N. Truelove, from Park 
Lane, to be manager; Knightsbridge: Mr 
D. G. Horner, from 19 Fleet St, to be 
manager. Burgess Hill: Mr T. V. J. Tilney, 
from Lewes, to be manager on retirement of 
Mr C. E. Geoghegan. Ferndale: Mr H. S. 
Reed to be manager. Harleston: Mr H.S. M. 
Leech, from Aylsham, to be manager on 
retirement of Mr J. R. Amis. 

District Bank—Altrincham: Mr H. V. 
Worth, from Smithfield Market, Man- 
chester, to be manager. Farnworth: Mr 
R. D. Mackie, from Bolton, to be manager. 
Manchester and Salford—Blackfriars House: 
Mr H. Cunliffe, from Corn Exchange, 
Manchester, to be manager; Smithfield 
Market: Mr H. C. Wilcox to be manager. 
Lloyds Bank—Head Office: Mr J. L. 
Ramsden, from Organization Dept, to be a 
general managers’ assistant; Advance Dept: 
Mr A. Cole, from Plymouth, to be a con- 
troller; Organization Dept: Mr J. H. Jones 
to be manager. London—Finsbury Circus: 
Mr P. W. Reynolds, from 39 Threadneedle 
St, to be manager on retirement of Mr A. 
Irving. Beverley and Market Weighton: Mr 
A. H. Rose, manager, Market Weighton, to 
be manager of both branches. Birmingham— 
Deritend: Mr W. F. Brookes, from North- 
ampton, to be manager; Oldbury: Mr T. F. 
Edwards, from Deritend, Birmingham, to be 
manager on retirement of Mr R. A. Jack. 
Bournemouth, Moordown: Mr H. J. W. 
Saxton, from Winton, Bournemouth, to be 
manager in succession to the late Mr M. R. 
Glover. 

Martins Bank—London, Wimbledon Com- 
mon: Mr H. M. Apsley, from Fenchurch 
St, to be manager. Ambleside: Mr J. E. 
Cooper, from Dalton-in-Furness, to be 
manager. Bradford, Great Horton: Mr F. M. 
Walker, from Leeds Dist Office, to be 
manager. 

Midland Bank—Head Office: Mr F. O. 


Chambers to be a_ general manager’s 


assistant on retirement of Mr A. V. Scholes; 
Mr G. E. Sherwin, from Silver St, Hull, to 
be a superintendent of branches in succession 
to Mr F. O. Chambers. London—Bishops- 
gate: Mr L. P. R. Bass, from Eastcheap, to 
be manager in succession to Mr. R. F. 
Jessup; Fountain House: Mr R. C. Ash- 
wood, from Mincing Lane, to be manager 
on retirement of Mr D. C. Evans; Islington, 
High St: Mr A. E. Hayward, from New 
Bond St, to be manager on retirement of 
Mr C. H. Brown; Loughborough Junction: 
Mr C. G. Bevis to be manager in succession 
to Mr E. J. Goodwin; Mincing Lane: Mr 
R. F. Jessup, from Bishopsgate, to be 
manager in succession to Mr R. C. Ash- 
wood; Portman Sq: Mr A. G. Smith, from 
New Malden, to be manager on retirement 
of Mr C. P. Knights. Bognor Regis: Mr 
R. C. Tofts, from Totton, to be manager 
in succession to Mr D. S. Curry. Bourne: 
Mr E. R. Dancy, from Thrapston, to be 
manager on retirement of Mr I. M. Williams. 
Calne: Mr A. M. Eaglesome, from Weston- 
super-Mare, to be manager in succession to 
Mr M. R. Scott. Castle Donington: Mr C. L. 
Turner, from Earl Shilton, to be manager 
on retirement of Mr J. E. Lee. 

National Provincial Bank — London— 
Clapham: Mr E. J. Woods, from Acton, to 
be manager on retirement of Mr D. S. 
Gow; Hampstead: Mr D. S. Cooke, from 
Marylebone High St, to be manager on 
retirement of Mr D. H. Evans; Marylebone 
High St: Mr G. L. Wilcock, from Gt Tower 
St, to be manager. Ashton-under-Lyne: 
Mr R. L. Trotter, from Boar Lane, Leeds, 
to be manager. Berkeley: Mr H. H. Cork, 
from Bath, to be manager in succession to 
the late Mr R. Stratton. 

Westminster Bank—Lothbury: Mr A. A. J. 
Wells to be principal, Bill Dept, on the 
death of Mr W. D. Mason. London— 
Bishopsgate: Mr A. D. H. Leach, from 
Borough, to be manager; Clapham: Mr 
E. S. Taylor, from East Molesey and Hamp- 
ton Ct, to be manager on retirement of 
Mr D. W. Ramm; Hammersmith: Mr D. W. 
Lightfoot, from Hammersmith, to _ be 
assistant manager; Haymarket: Mr F. E. 
Woodward, from Hammersmith, to be 
manager; Kensington, Melbury Ct: Mr D. J. 
Cansdale, from Regent St, to be manager 
on retirement of Mr W. A. Hazelden; 
Marylebone (Oxford St): Mr J. R. Hans- 
comb, from Bishopsgate, to be manager on 
retirement of Mr E. C. Rowley. Putney: 
Mr G. S. G. Richards to be manager on 
retirement of Mr A. P. McIntosh. Wool- 
wich: Mr P. H. H. Sheridan to be manager 
on retirement of Mr D. Gorman. Barnsley: 
Mr M.A. Gilbert, from Leek, to be manager. 
Williams Deacon’s Bank — Congleton, 
Cheshire: Mr A. H. Hulme to be manager 
on retirement of Mr H. L. Bloor. Long 
Eaton, Derbyshire: Mr B. Fielding to be 
manager in succession to Mr J. Bond. 
Nottingham: Mr J. Bond to be manager. 
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BANKING STATISTICS 








Banking Trends since World War I* 


Net 
Averages Deposits Liquid Assets TDRs Investments Advances 
of Months: {mn {mn y 4 {mn {mn yA | {mn wt 
921 ~« ee 680 38 —. 325 18 833 46 
1922 . meme 658 37 -= 391 22 750 42 
1923 s bee 581 35 ~-- 356 21 761 46 
1924 .. 1,618 545 33 a 341 20 808 49 
1925 .. 1,610 539 32 —- 286 17 856 52 
1926 .. 1,615 532 32 -- 265 16 892 54 
[tC 553 32 —- 254 15 928 54 
roe ih 584 33 --- 254 |4 948 54 
1929 .. 1,745 568 32 -- 257 14 991 5 
1930 =—...~—Ss: 1,751 596 33 = 258 14 963 54 
1931 «< Bees 560 32 --- 301 17 919 52 
1932 .. 1,748 611 34 — 348 19 844 47 
1933 -. 1,909 668 34 - 537 28 759 39 
1934 .. 1,834 576 31 - 560 30 753 40 
1935 os Bae 623 31 615 31 769 38 
Ipsec CO 692 32 —- 614 29 839 39 
1936 =... ~=— 2,160 713 32 -— 643 29 865 39 
., Aree 683 30 —- 652 29 954 42 
1938 .. 2,218 672 30 — 637 28 976 43 
Jae 648 29 ~- 608 27 991 44 
1940 .. 2,419 785 31 73 666 27 955 38 
1941 +. ao 676 23 495 894 30 858 29 
je! ree me 712 22 642 1,069 33 797 24 
1943 -. 3,994 723 20 1,002 1,147 31 747 20 
1944 .. 4,022 788 19 1,387 1,165 28 750 18 
1945 >. Seen 886 19 1,811 1,156 25 768 16 
1946 .. 4,932 1,280 25 1,492 1,345 26 888 17 
1947 .. 5,463 1,646 29 1,308 1,474 26 1,107 20 
, are 1,703 29 1,284 1,479 25 1,320 22 
1949 .. 5,772 1,920 32 983 1,505 25 1,440 24 
1950... 5,811 2,345 39 430 1,505 25 1,603 27 
1951 +. ae 2,308 38 247 1,624 26 1,822 30 
. fia 2,097 34 -—- 1,983 33 1,838 30 
1953 .. 6,024 2,201 35 —-- 2,163 35 1,731 28 
ie Be, 2,190 34 ~ 2,321 36 1,804 28 
1955 .. 6,184 2,098 33 —- 2,149 33 2,019 31 
1956 _. CHEZ 2,218 35 ~~ 1,978 32 1,897 30 
1957 .. 6,138 2,256 35 _ 2,008 31 1,952 30 
1958 . aa 2,256 34 ~ = 2,149 32 2,007 30 
1958: July .. 6,368 2,257 33.8 —- 2,193 32.9 1,997 29. 
Aug .. 6,313 2,199 33.4 —- 2,199 33.4 1,993 30 
Sept .. 6,376 2,222 33.4 - 2,203 33.1 2,027 30. 
Oct .. 6,441 2,242 33.2 ~- 2,193 7 eS 2,082 30. 
Nov .. 6,495 2,287 33.7 ~- 2,152 31.7 2,132 31 
Dec .. 6,761 2,495 34.7 -— 2,102 29.2 2,245 31. 
1959: Jan .. 6,615 2,421 34.9 -— 2,021 29.2 2,259 32 
Feb .. 6,340 2,141 32.3 ~- 1,962 29.6 2,333 35 
Mar .. 6,328 2,053 31.0 --- 1,928 29.1 2,441 36. 
April.. 6,384 2,092 31.2 -— 1,884 28.1 2,500 37. 
May .. 6,364 2,080 30.9 ~~ 1,837 ase 2,561 38. 
June 17 6,471 2,192 ce _- 1,816 26.8 2,586 38. 
June 30 6,655 2,270 32.1 —- 1,812 25.6 2,692 38 
July .. 6,645 2,283 32.7 —- 1,811 26.0 2,676 38 
Aug .. 6,637 2,280 32.9 —- 1,802 26.0 2,697 39. 
Sept .. 6,723 2,340 33.2 - 1,790 25.4 2,737 38. 


* Ten clearing banks for 1921-35, thereafter eleven. f Ratios to gross deposits, 
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Sept 16, 1959 r ~-CHANGE IN . 
% of Year to Monthly Periods 
Gross Sept, 1959 
Deposits 1959 June July Aug Sept 
Investments: 
Barclays — —« S226 22 —121.1 —21.2 2.9 + 0.1 - 0.2 
Lloyds my) « Cae2 26,8 — 88.5 -10.3 - 0.6 - 0.7 - 5.7 
Midland ae .. 444.7 29.5 — 32.2 0.2 -— + 0.1 - 0.2 
National Provincial .. 183.4 21.9 56.0 a - 0.9 - 0.1 - 0.4 
Westminster . . so eee ae 61.0 - 6.2 6.8 — 4.5 = 
District i « iy wee —- 13.4 — -- - 0.2 - 0.5 
Martins i ‘a 69.6 20.9 - 20.3 — 4.1 — - 4.0 - 90 
Eleven Clearing 
Banks .. 1,789.5 25.4 -~ 413.4 —21.2 - 5.4 -— 8.9 -12.2 
Advances: 
Barclays a .§$ 22 aa | 207.8 25.2 +24.0 vat 3.3 
Lloyds - .. 500.4 39.4 133.8 - 4.2 +3.5 + 8.4 8.5 
Midland - .. 543.1 36.0 + 110.2 0.5 +12.4 +11.9 6.7 
National Provincial .. 339.0 40.4 - 70.7 -11.5 11.9 -12.4 - 9,2 
Westminster . . .. 357.6 39.0 + 95.5 7.9 +13.9 | Sua 
District oa ia 94.8 39.1 - 18.2 1.9 te 0.6 + 0.7 
Martins ce -~ See See . 36.8 : 6.1 3.1 —- 4.3 
Eleven Clearing | 
Banks .. 2,737.2 38.9 | +-710.0 -25.4 489.4 21.7 +39.8 
Trend of Bank Liquidity* 
1957 1958 1959 
Mar Dec Mar July Aug Sept Dec Mar July Aug Sept 
o/ O;/ e ‘ o/ O;/ o/ oO y O/ , 4 0, 
/0O oO /O /oO /O oO /0O o /oO oO 0 
Barclays -. eee 28. B.2 B.9 28 HB. Re Bt we eee ae 
Lloyds . st Bid BD Ms Net ee we ee a lee ae 
Midland . st BS BF B.F MRS B.S Bee Bee Bee Bese oases 
Nationai Prov 31.1 39.5 34.0 34.2 34.1 32.8 36.0 31.1 33.8 35.8 35.8 
Westminster... 34.3 39.0 35.4 32.5 34.2 33.8 33.2 32.8 32.8 34.0 34.6 
District oo geet Bea wee M.S BP HM.2 Mt Owe eee CU CUS 
Martins 1 weet SSO H.9 B.t B.2 Bid Wis Beck Beek Fee Fe 
All Clearing 
Banks .. 32.6 38.4 33.9 33.8 33.4 33.4 34.6 31.0 32.7 32.9 33.2 
* Cash, call money and bills shown as percentage of gross deposits. 
Money and Bill Rates 
Mondays: Oct 20, Aug 17, Sept 21, Sept 28, Oct 5, Oct12, Oct 19, 
1958 1959 1959 1959 1959 1959 1959 
per cent 
Bank rate .. en - 4} 4+ 4 + + 4 + 
Treasury bills: 
Average allotment rate* 32 34 34 34 34 3 v6 3% 
Market’s dealing rate, 

3 months ot io ae 3% 3 a 333 3 ¥ 3% 3% 
Bankers’ deposit rate .. 23 2 2 2 2 2 2 
Short money: 

Clearing banks’ minimum ? 23 23 23 2% 23 2% 
Floating money . . .. 33-32 33-33 34-32% 34-33 34-3% 24-34 £3}-33 
US Treasury bill .. .. 2.927 3.889 3.958 4.194 4.007 4.262 4.009 
* Preceding Friday. + Lowered from 43% on 20.11.58. 
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I—The Budget 


(£ million) 
Original Expected 
budget gain or 
estimates loss* on 
1959-60 1958-59 
Total Inland Revenue 2,856 - 160 
Customs and Excise .. 2,150 — 41 
Other revenue 319 + 46 
Total ordinary revenue 5,325 -155 
Debt interest (including sinking fund) 639 + 62 
Other consolidated fund ; 89 - 4 
Supply expenditure .. 4,495 - 178 
Total ordinary expenditure 5,223 - 120 
Above line surplus or deficit +102 - 275 
Net deficit below line — 823 — 264 
of which 
local loans (net lending shown 
minus) ‘4 + $5 + 3 
loans to state industries, net - 621 ~116 
Total deficit . ia -721 — 539 


* Plus iit increase in receipts or surplus, fall in expenditure or deficit. 


THE EXCHEQUER FINANCES 


indicates fall in receipts or surplus, rise in expenditure or deficit. 


1953-54 .. 
1954-55 
1955-56 
1956-57 
1957-58 
1958-59 
1958-59 
April-Aug 
September 
1959-60 
April-Aug 
September 





I1—National Savings 


({£mn: Receipts into Exchequer reported during period) 


Savings 


Certi- Defence Savings Premium Total 
ficates Bonds Banks Bonds Small 

(net) (net) (net) (net) 
+19.0 + 0.3 -— 79.3 -—— - 60.0 
.. +460 +51.1 - 35.4 — + 61.7 
. +19.7  +21.5 -— 80.4 a —- 39.2 
+72.0 + 3.2 -20.6 +65.0 +119.5 
- 21.3 —22.2 -—-62.4 +80.2 —- 15.6 
+131. 9 +117.9 —-55.2 +66.5 +270.4 
+34.7 -+30.0 —-58.2 +27.1 + 33.6 
+27.2 +13.0 + 0.4 + 6.4 +- 46.9 
+ 38.4 +62.2 —- 4.9 422.5 +118.3 
3.4 + 9.9 + 9.0 + 3.7 26.0 





Gain or 
April 1, loss* on 
1959, to corresponding 
Oct 17, period of 

1959 1958-59 
1,081.9 + 28.2 
1,216.6 +29.2 

134.1 +- 23.0 
2,432.6 - $80.4 

339.3 +46.5 

44.4 — 3.0 
2,306.6 —91.1 
2,690.3 — 47.5 
— 257.8 +- 32.8 
— 355.6 — 58.7 
34.0 1 5.7 
— 312.4 — 34.6 
—613.4 —-25.9 
Minus 
Total 
Accrued Defence Remain- 
Interest Bond ing In- 
(net) Maturity vested® 
88 .6 -38.4 6,008.7 
88.8 -28.8 6,126.2 
82.7 -50.8 6,123.6 
30.5 -38.9 6,240.0 
45.9 -17.7 6,272.0 
54.4 10.0 6,582.0 
27.7 —- 5.9 6,327.0 

1.1 —~ 0.3 6,374.0 
29.5 —- 0.9 6,728.0 

6.8 -—- 0.1 6,761.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


Ways and Means Advances: 
Bank of England 
Public Departments 
“Treasury Bills: 


Tender 
Tap 





I1I—Floating Debt 


(£ million) 





Change in three 











OE Oct months to 
Beginning of April* 17. Oct 17, Oct 18, 
1957 1958 1959 1959 1959 1958 
289 .3 239.6 291.6 241.4 - 16.3 —- 14.0 
2,860.0 3,120.0 2,950.0 3,430.0 +360.0 + 60.0 
1,306.4 1,499.4 1,986.3 2,016.0 -109.9 +141.0 
4,455.7 4,859.0 5,227.9 | 5,687.4 +233-:8 +187.0 














* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 





703 





Official Market 


Spot 


Sterling-Dollar Exchange Rates 
Oct 2, 
1959 


Oct 24, 


1958 
2.804 


Aug 21, 


1959 
2.8013 


2.802 


Sept 25, 
1959 


2.804 


Oct 9, 
1959 


2.80 32 


Oct 16, 


1959 


2.80 #3 
4c dis 


par ic dis igc dis isc dis 
2.80 7 2.80} 2.80 ;, . 80 


* New York quotations. 


2.80 4. 
2.78 


3 months 
Security* 


2.79% 





Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) 


Financed by 
Private 


UK 
Dollar 
Balancest 


Official 
Reserves 
Change at End 
in of 

Reserves Period 

+- 220 2696 

— 618 2079 

— 223 1856 

— 168 1688 

+-1612 3300 





Net Gold 

and Dollar 
Surplus (+) 
or Deficit (—) 


Special 
Ameri- Payments 
can an 
Aid Credits 
— 908 —— +1123 
— 1431 ~~ +3513 
—1710 682 + 737 
~ 1932 1196 + 116 
- 805 762 + 45 
988 199 176 — 965 2335 
736 428 181 — 489 1846 
+ 546 307 181 + 672 2518 
+ 480 152 388 + 244 2762 
575 114 181 642 2120 
626 66 + 573 + 13 2133 
419 26 + =§33 + 140 2273 
+ 1005 6 - + 796 3069 


+ 497 2770 
- 306 3076 

44 3120 
3069 


Years and 
Quarters 
1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1958: 
I re + 496 
II a + 307 
III Pr + 65 | 
IV ww | 137 51 
1959: 

I e - 173 < + 70 
April + 123 - + 112 
May 30 132 
June 53 + 53 


II 2 +. 206 : . 2 


July - + 68 20 + 48 
August + 60 32 + 28 
September 36 — + 36 
IIT + 112 


194 
267 
295 
236 
257 
508 
472 
491 
428 
480 
679 
602 
656 


690 
734 
731 
656 


3139 
3251 
3119 
3172 


3172 
3220 
3248 
3284 


3284 


164 - §2 


Main Special Items Detailed{ 


Receipts Payments 


$mn $mn 


4,909 1951-56 Annual service of US and 
300 Canadian loans, etc. .. 181 
325 1954 EPU funding payment .. 99 
177 IMF repayment . 108 § 

1957-58 Anglo-German debts pay- 
ment .. 21 

Service of US and Cana- 
dian loans, etc 188 

IMF repayment .. 200 

IMF subscription 162 


US and Canadian loans. . 
IMF loan ; 
South African loan 
Sale of Trinidad oil 
Sale of US Govt bonds. 30 
IMF loan ; 561 
India’s IMF loan 200 
Return of interest on US 
loan sor 104 
Export- Import Bank 250 
* Gold and convertible currency reserves from December, 1958. 


+ Source: Federal Reserve Bulletin. 
t Special German deposits, Canadian quarterly payment on 1942 loan and regular 


monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 
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1958 
1959 











